Under existing stantes and court decisions and assuming complisnce with the tax covenants described hersin, inthe opinion of Hrwiins, Delafield
&Wood, Bond Counsel, interest on the Subordinate Series 1997-B Bonds is not included in gross income for federal income tax purposcs
pursuant to Section 105 of the Internzl Revenue Code of 1986, as amended (the "Code™). Interest on the Subordinate Series 1997-E Bonds will
be treated 2s a tax preference item in calculating the alternative minimum t2x imposed on individuals and corporations pursuant 1o the

- Code. Interest on the Senior Series 1997-A Bonds is inchuded in gross income for federal income tax purposes pursuant to the Code.
Under existing starutes, the Sevies 1997 Bonds and the income thereon and the mansfer thereof, including any profit made on the sale
thereof, shall ar all tmes be exempt from taxation or assessment of any type by the Commonwrealth, its agencics and dopartments
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provisions of the Code that may affect the wx mezonent of interest on the 1997 Bonds for certain bondholders.
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The 1997 Bonds (25 defined herein) are issuable in fully regictered form and when issued shall be registered in the name of Cede & Co. 25 nominee
fior The Depository Trust Company, New York, New York (*DTC™), which shall act as securities depository for the 1997 Bonds. Purchasers of the
19597 Bonds will not receive certificates representing their beneficial ownership interests in the 1997 Bonds. Purchases and sales by the beneficial
owners of the Senior Series 1997-A Bonds shall be made in book entry form in the principal amount of $50,000 or agy integral multiple thereot.
Purchases and sales of the Subordinate Series 1997-8 Bonds shall be made in book ey form in the principal amount of $50,000 or aay integral
mulriple thereof. Scc “BOOK ENTREY SYSTEM™ herein

Paymenis of principal, redemption price, and interest with respect to the 1997 Bonds are 1o be made directly to DTC by Bank One, Kentucky, NA
(the “Trustee™ and “Paving Apent™) or its snccessor Trustes, 50 Jong 25 DTC or Cede & Co. is the registered owner of the 1957 Bonds. Disburse-
ments of such payments 1o DTC Participants (as defined herein) are the responsibility of DTC and the disbursement of such payments to the
Beneficial Orwners (as defined herein) is the responsibility of DTC Participants as more fully described herein.

The Senior Serics 1997-A Bonds, consisting of the Senior Series 1997-4-1 Subseries and the Sensor Series 1997-A-2 Subseries, and the Subondinate
Series 1997-B Bonds are being issued by the Kenmicky Higher Education Student Loan Corporation (the “Corporation”), an independeont de jure
municipal corporation and political subdivision of the Commonwealth of Kearucky, pursimnt to the provisions of 2 General Bond Resohation (the
“General Resolution”™) adepted by the Corporation on May 9, 1997, and, respectively, o 2 Sendor Setics 1997-A Resolution and 2 Subordinate
Series 1997-B Resolution (cach a “Serics Resolution”™) each adopted by the Corporation on May 9, 1997, to provide funds for the origination or
purchase of Student Loans.

The Senior Serics 1997-A Bonds and the Subordinate Series 1997-B Bonds are being issued as Anction Ratze Cerificares - ARCs™ ("ARCs™). Interest
on the Senior Series 1997-A Bonds, prior to 2 change in the Interest Pavment Date 3s described berein, shall be payvabie on the Business Day
following the end of cach Interest Period 25 described herein. Interest on the Subordinate Serics 1997-B Bonds, prior 1o any change in the Interest
Payment Date a5 described herein, is payvable on November 1, 1997 and semiannmally on each May 1 and November 1 thereafrer until manrity or
earlier redemprion. The Scmior Series 1997-A Bonds are superior in right of pavment under the General Resohution to the Subordinare Series 1997-
B Bonds and to all other Senior Subordinate Obligations and Subordinate Obligations which may be issued in the future. The 1997 Bonds are
subject to redemption prior to marurity as described hersin

THE 1957 BONDS ARE SPECIAL AND LIMITED OBLIGATIONS OF THE CORPORATION, SECURED EY AND PAYARLE FROM SPECIFIC
REVENLES, FUNDS, AND PROFPERTIES PLEDGED THEREFOR AS HEREIN DESCRIBED. THE 1997 BONDS DO NOT CONSITIUTE A
DEET OF THE COMMONWEALTH OR ANY POLITICAL SUBDIVISION THEREQOF. THE PAYMENT OF THE FRINCIFAL OF AND INTEREST
ON THE 1997 BONDS IS NOT SECURED BY A FLEDGE OF THE FAITH AND CREDIT OR THE TAXING POWER OF THE COMMON-
WEALTH OR ANY POLITICAL SUEDIVISION THEREOF. EENTUCEY S NAME IS ON THE 1997 BONDS FOR THE BENEFIT AND CONVE-
NIENCE OF OTHER ENTITIES IN THE COMMONWEALTH. HOWEVER, THE ONLY SECURITY WHICH IS FLEDGED FOR THE 1997
BONDS IS THE INDEPENDENT REVENUES AND ASSETS FROM THE FROJECT. THE GENERAL ASSEMELY DOES NOT INTEND TO AP-

PROFRIATE ANY COMMONWEALTH FIINDS TO FULFILL THE FINANCED OBLIGATION REPRESENTED EY THE 1997 BONDS. THE
CORPORATION HAS NO TAXING POWER.

The 1997 Bonds are offered when, as and if received by the Uinderwriter, subject 1o prior sale, 1o withdrawal or modification of the offer withow
notice and to the approval of legality by Hawkins, Delaficld & Wood, New York, New York, Bond Counsel Cerrain legal maners in connec-
tion with the 1997 Bonds will be passed upoen for the Underwriter by its counsel, Kricg DeVault Alexander & Capehart, Indianapaolis,
- Indiana. The 1997 Bonds are expected 1o be availabie for delivery in New York. New York on or about May 15, 1997.
PaineWebber Incorporated
Dared: May 9, 1997
HARCs is a servicemark of PaineWebber Incorporated



[THIS PAGE INTENTIONALLY LEFT BLANK]



Mo dealer, broker, salesman or other person has been authorized by the Corporation, the Kenmcky Higher Education
Assizance Authority ("KHEAA™) or the Underwriter 1o give any information or to make any representations with respect to the
1997 Bonds, other than those contained in this Official Statement, and if given or made, such other information or representations
must not be relied upon as having been authorized by any of the foregoing. This Official Statement does not constitute an offer
to sell or the solicitation of an offer to buy, nor shall there be any sale of the 1997 Bonds by any person in any jurisdiction in
which it is unlawful for such person to make such offer, solicitation or sale. The information set forth herein has been obtained
from the Corporation, KHEAA, and other sources which are believed to be reliable, but is not guarantced as to accuracy or
completeness by, and is not 10 be construed as 2 representation by, the Underwriter or, other than as to representations about itself,
the Corporation or the KHEAA, respectively. The information and expressions of opinion herein are subject to change without
notice, and neither the delivery of this Official Statement nor any sale made hereunder shall, under any circumstances, create any
implication that there has been no change in the affairs of the Corporation or KHEAA or that the information or opinions or
estimates are correct as of any date subsequent to the date hereof.

Except for any information provided by the Trustee concerning the Trustee, the Trustee has no responsibility
for any information in this Official Statement. Further, the Trustee shall have no responsibility for compliance with any
state or federal securities laws in connection with the 1997 Bonds, except to the extent that the Trustee has agreed to
forward continuing disclosure materials received from and prepared by the Corporation to the appropriate Repository.

IN CONNECTION WITH THIS OFFERING, THE UNDERWRITER MAY OVER ALLOT OR EFFECT
TRANSACTIONS WHICH STABILIZE OR MAINTAIN THE MARKET PRICE OF THE 1997 BONDS AT A LEVEL
ABOVE THAT WHICH MIGHT OTHERWISE PREVAIL IN THE OPEN MARKET. SUCH STABILIZING, IF
COMMENCED, MAY BE DISCONTINUED AT ANY TIME.

IN MAKING AN INVESTMENT DECISION INVESTORS MUST RELY ON THEIR OWN EXAMINATION
OF THE ISSUER AND THE TERMS OF THE OFFERING, INCLUDING THE MERITS AND RISKS INVOLVED.
THESE SECURITIES HAVE NOT BEEN RECOMMENDED BY ANY FEDERAL OR STATE SECURITIES
COMMISSION OR REGULATORY AUTHORITY. FURTHERMORE, THE FOREGOING AUTHORITIES HAVE NOT
CONFIRMED THE ACCURACY OR DETERMINED THE ADEQUACY OF THIS DOCUMENT. ANY
REPRESENTATION TO THE CONTRARY IS A CRIMINAL OFFENSE.
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OFFICIAL STATEMENT

KENTUCKY HIGHER EDUCATION STUDENT LOAN CORPORATION
$45.250,000 Student Loan Revenue Bonds, Senior Series 1997-A-1
$45.200,000 Student Loan Revenue Bonds, Senior Series 1997-A-2

544,550,000 Student Loan Revenue Bonds, Subordinate Series 1997-B

INTRODUCTION

This Official Statement sets forth certain information concerning the Kentucky Higher Education Student
Loan Corporation (the "Corporation™), an independent de jure municipal corporation and political subdivision of the
Commonwealth of Kentucky (the "Commonwealth™), and its issue of Student Loan Revenue Bonds, Senior Series
1997-A, consisting of the $45 250,000 aggregate principal amount of Senior Series 1997-A-1 Subseries (the "Senior
Series 1997-A-1 Bonds"), and $45,200,000 aggregate principal amount of Senior Series 1997-A-2 Subseries (the
"Senior Series 1997-A-2 Bonds", and collectively with the Senior Series 1997-A-1 Bonds, the "Senior Series 1997-A
Bonds"), and $44,550,000 aggregate principal amount of its Student [.oan Revenue Bonds, Subordinate Series 1997-B
(the "Subordinate Series 1997-B Bonds"). The Senior Series 1997-A Bonds and the Subordinate Series 1997-B
Bonds are referred to collectively herein as the "1997 Bonds". The 1997 Bonds are being issued pursuant to the
provisions of Sections 164A 010 to 164A 230, Kentucky Revised Statutes, as amended (the "Act™), a 1997 General
Bond Resolution adopted by the Corporation on Mary 9, 1997 (as amended and supplemented from time to time,
the "General Bond Resolution™) and, respectively, a Senior Series 1997-A Bond Resolution and a Subordinate Series
1997-B Bond Resolution each adopted by the Corporation on May 9, 1997 (each a "Series Resolution” and,
collectively with, the General Bond Resolution, the "Resolutions™). Capitalized terms used herein shall have the
meanings given them in Appendix B — "SUMMARY OF CERTAIN PROVISIONS OF THE RESOLUTIONS".

The Senior Series 1997-A Bonds and the Subordinate Series 1997-B Bonds are being issued to provide funds
to finance or refinance the purchase or origination of Student Loans by the Corporation. The 1997 Bonds constitute
the initial financing by the Corporation pursuant to the General Bond Resolution. The Corporation has heretofore
issued several series of its Insured Student Loan Revenue Bonds, of which $327 230,000 remained outstanding as
of December 31, 1996 (the "Insured Smdent Loan Revenue Bonds"). Contemporaneously herewith, the Corporation
is issuing an aggregate principal amount of $4,910,000 of Insured Student Loan Revenue Bonds to refund certain
outstanding Insured Student Loan Revenue Bonds which mature on June 1, 1997 and December 1, 1997. The
Insured Student Loan Revenue Bonds are issued pursuant to a general bond resolution adopted by the Corporation
on June 10, 1983, as amended and supplemented from time to time (the "1983 Resolution"), are secured as provided
by the 1983 Resolution and are not secured by the General Bond Resolution, or by any interest in the Trust Estate
pledged under the General Bond Resolution to the payment of the 1997 Bonds. The Corporation also has available
a line of credit for the purpose of purchasing or originating Student Loans. The Corporation may apply a portion
of the proceeds of the 1997 Bonds to repay all or a portion of the advances outstanding pursuant to this line of credit.
The General Bond Resolution permits the issuance of additional bonds (the "Additional Bonds™) or other Obligations
through the adoption of additional Series Resolutions. The priority of claim as to payment of such Additional Bonds
or other Obligations under the Resolutions may be equal to or inferior to the Senior Series 1997-A Bonds or superior
to or equal to the Subordinate Series 1997-B Bonds. The General Bond Resolution also permits the Corporation to
enter into Obligation Facilities or Swap Facilities the payment of which by the Corporation shall have the same
priority of claim as to payment under the Generz! Bond Resclution as does the Series of Bonds or other Obligations
to which the Facilities relate.

Subject to the provisions of the General Bond Resolution, a Trust Estate including the following assets is
pledged to the payment of the principal of, redemption price, if any, and interest on the 1997 Bonds, any Additional
Bonds and any other Obligations: (i) all moneys, including Bond proceeds, held in any of the funds and accounts
(other than the Rebate Account) established and held under the Resolutions or received by the Trustee for deposit
in such finds and accounts (other than the Rebate Account); (ii) all Loans, the Corporation’s right, title and interest



in which is funded through the application of assets described in (i) above, along with all documentation thereof and
all rights of the Corporation with respect thereto except as expressly provided in the Resolutions; (iii) all guarantee
or insurance payments with respect to Loans and interest thereon described in (if) above; (iv) all other Revenues;
and (v) all direct or indirect proceeds of any of the assets described in (i) through (iv) above.

The 1997 Bonds are subject to redemption as more fully described herein under the caption "DESCRIFTION
OF THE 1997 BONDS — Redemption". The Trustee is the initial Paying Agent and Registrar for the 1997 Bonds.

Descriptions of the Corporation, the Guaranty Agencies, the 1997 Bonds, the Corporation’s education finance
and servicing activities, the Resolutions and related documents are included in this Official Statement. The
descriptions of such documents included in this Official Statement do not purport to be comprehensive or definitive
and are qualified in their entirety by reference to such documents, which documents are on file with the Trustee.

USE OF PROCEEDS

The Senior Series 1997-A Bonds and the Subordinate Series 1997-B Bonds are being issued to provide
funding for the acquisition, origination or refinancing by the Corporation of Student Loans in accordance with the
Resolutions and the Act. The Corporation currently expects to apply all 1997 Bond proceeds initially available to
finance Student Loans by May 1, 1999, to the acquisition, origination or refinancing of Student Loans which are
originated pursuant to the Federal Family Education Loan Program ("FFELP Loans") and are guaranteed by KHEAA.
Such Student Loans may include Student Loans which currently secure other Corporation obligations. See "THE
CORPORATION — The Corporation’s Education Finance and Servicing Activities - FFELP Loan Financing”. The
Corporation reserves the right to apply amounts held under the Resolutions to finance FFELP Loans which are
guaranteed by Guaranty Agencies other than KHEAA and to finance Student Loans which are not FFELP Loans,
subject to the provisions of the Resolutions. See “DESCRIPTION OF THE 1997 BONDS - Redemption —
Mandatory Redemption of Senior Series 1997-4 Bonds and Subordinate Series 1997-B Bonds From Unexpended Bond
Proceeds” and "THE CORPORATION — The Corporation’s Education Finance and Servicing Activities." The
Corporation expects to apply a portion of the 1997 Bond proceeds to fund the Debt Service Reserve Account in the
amount of the Initial Reserve Account Requirement and to pay costs of issuance in connection with the 1997 Bonds.
The Corporation may also transfer funds in the Revenue Account to the Loan Account to be used to acquire or
originate additional Student Loans until May 1, 2002, which date may be extended if a2 Rating Affirmation is
obtained.

SECURITY AND SOURCES OF PAYMENT FOR THE 1997 BONDS
Limited Liability

The 1997 Bonds are special and limited obligations of the Corporation, secured by and payable solely from
the Trust Estate, without recourse to any other assets of the Corporation. The 1997 Bonds do not constitute a debt
of the Commonwealth or any political subdivision thereof, and the payment of the principal of and interest on the
1997 Bonds is not secured by a pledge of the faith and credit or the taxing power of the Commonwealth or any
political subdivision thereof. Kentucky's name is on the 1997 Bonds for the benefit and convenience of other entities
within the state. However, the only security which is pledged for the 1997 Bonds is the independent revenues and
assets from the project. The General Assembly does not intend to appropriate any state funds to fulfill the financial
obligation represented by the 1997 Bonds. The Corporation has no taxing power.

The Pledge of the General Bond Resolution

The Act provides that any pledge made by the Corporation shall be valid and binding from the time made
and firther provides that the income, revenue or other property so pledged and thereafter received by the Corporation
shall immediately be subject to the lien of such pledge without any physical delivery or further act, and that the lien




of any such pledge shall be valid and binding as against all parties having claims of any kind in tort, contract or
otherwise against the Corporation irrespective of whether such parties have notice thereof.

The General Bond Resolution establishes a pledge of the Trust Estate for the benefit of Owners of all
Obligations on a basis of parity and, subject to the provisions of the General Bond Resolution, permitting the
application thereof for the purposes of and on the terms and conditions set forth in the General Bond Resolution and
provides that such pledge constitutes a perfected first lien thereon. The Trust Estate includes the followmg: (i) all
moneys, including Bond proceeds, held in any of the finds and accounts (other than the Rebate Account) established
and held under the Resolutions or received by the Trustee for deposit in such funds and accounts (other than the
Rebate Account); (if) all Loans, the Corporation’s right, title and interest in which is funded through the application
of assets described in (i) above, along with all documentation thereof and all rights of the Corporation with respect
thereto except as expressly provided in the Resolutions; (iii) all guarantee or insurance payments with respect to
Loans and interest thereon described in (ii) above; (iv) all other Revenues; and (v) all direct or indirect proceeds of
any of the assets described in (i) through (iv) above.

Principal and Interest Payments on FFELP Loans

Payments of the principal of and interest on the Loans, including Interest Subsidy Payments, if any, with
respect to FFELP Loans, are expected to be received by the Corporation in amounts sufficient, together with other
revenues and amounts held under the Resolutions, to pay the principal of and interest on the 1997 Bonds when due.
The Corporation is entitled to receive Interest Subsidy Payments from the Secretary with respect to each Federal
Subsidized Stafford Loan for the entire amount of interest due on such loan during the period the student is in school,
during grace periods, and during periods of deferment. During all other periods, interest on Federal Subsidized
Stafford Loans is collected from the borrower. On Federal PLUS/SLS, Federal Unsubsidized Stafford Loans, and
Federal Consolidation Loans, the Corporation collects interest payments from the borrower from the date of loan
disbursement. Repayment of Federal Consolidation Loans commences within 60 days of the discharge of the lenders
of the consolidated loans. For additional information on the FFELP Loans, see "THE CORPORATION" and "THE

GUARANTY AGENCIES" herein and Appendix A -- "SUMMARY OF CERTAIN PROVISIONS OF THE
FEDERAL FAMILY EDUCATION LOAN PROGRAM".

Special Allowance Payments on FFELP Loans

The Corporation is also entitled to receive Special Allowance Payments with respect to FFELP Loans which
the Secretary is required by the Higher Education Act to pay on a quarterly basis. The rate of the Special Allowance
Payments is computed on the basis of the average bond equivalent rates of 91-Day Treasury Bills auctioned during
the preceding calendar quarter.

The amount of Special Allowance Pavments depends, among other things, upon the interest rate on the
FFELP Loan to which it relates, the date on which such’ FFELP Loan was originated and, under certain
circumstances, whether such FFELP Loan is financed on a taxable or tax-exempt basis. For further information on

Special Allowance Payments, see Appendix A - "SUMMARY OF CERTAIN PROVISIONS OF THE FEDERAL
FAMILY EDUCATION LOAN PROGRAM -- Special Allowance Payments".

Débt Service Reserve Account

The 1997 Bonds are secured by a Debt Service Reserve Account which is created by the General Bond
Fesolution and pledged to the security of all Obligations issued under the Resolutions. The Debt Service Reserve
Account shall at all times be maintained at a level at least equal to the agsregate requirement therefor established under
the Resolutions. The Initial Reserve Account Reguirement established in connection with the issuance of the 1997
Bonds is 2% of the aggregate principal amount Outstanding of the 1997 Bonds. There is no assurance that the Beserve
Account Requirement will be increased or maintained at such level and funded upon the issuance of any Additional
Bonds or other Obligations. Upon the issuance of any Additional Bonds or other Obligations, amounts in the Debt
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Service Reserve Account shall alse secure payment of such Additional Bonds or other Obligations in accordance with
the priority of payment established under the Resolutions. See Appendix B — "SUMMARY OF CERTAIN
PROVISIONS OF THE RESOLUTIONS — Establishment of Accounts”.

Prior to using any monies in the Debt Service Reserve Account to make payments with respect to any
Obligations, the Trustee is required to use amounts credited as cash 1o the Loan Account, without liquidating Loans
credited thereto, and to deposit such amounts in the Revenue Account for the purpose of making such payments on the
Obligations. Under the General Bond Resolution, the Trustee is required, on each Interest Payment Date, to transfer
from the Revenue Account to the Debt Service Reserve Account, the amount, if any, necessary to cause the Debt Service
Reserve Account to be funded at the Reserve Account Requirement, subsequent to paying the amounts due on the Senior
Series 1997- A Bonds or any other Senior Bonds or other Obligations equal in priority with such Senior Series 1997-A
Bonds which may be issued and certain other applications, but prior to making any payment on any Senior Subordinate
Obligations or on the Subordinate Series 1997-B Bonds or other Subordinate Obligations. See Appendix B -
"SUMMARY OF CERTAIN PROVISIONS OF THE RESOLUTIONS — Establishment of Accounts”.

Withdrawal of Excess Coverage

The General Bond Resohtion provides that the Corporation may withdraw amounts from the Revenue Account,
under certain circumstances, free and clear of the lien of the General Bond Resolution if, as certified to the Trustee by
an Authorized Officer, there exists Excess Coverage after such withdrawal, and if the Corporation delivers a Cash Flow
Projection to the Rating Agency, as provided in the General Bond Resolution. See Appendix B — "SUMMARY OF
CERTAIN PROVISIONS OF THE RESOLUTIONS — Definitions” and " — Establishment of Accounts”,

Additional Bonds and Other Obligations

The General Bond Resolution permits the issuance of Additional Bonds, or other Obligations, including
Variable Rate Demand Bonds or Obligations, subject to certain conditions specified in the General Bond Resolution.
Further, the Series Resolutions provide that the 1997 Bonds originally issued as ARCs may be converted to bear interest
at a variable rate, as more fully described in the Series Resohutions. The priority of claim as to payment of such
Additional Bonds or other Obligations under the General Bond Resolution may be equal to or inferior to that of the
Senior Series 1997-A Bonds or may be superior or equal to that of the Subordinate Series 1997-E Bonds.

The General Bond Resolution also permits the Corporation to undertake additional Obligations pursuant to
certain types of contracts ("Obligation Facilities" or "Swap Facilities”). The priority of payment of Obligation Facilities
or Swap Facilities may be equal to or inferior to that of the Senior Series 1997-A Bonds and any other Senior Obligations
or equal to or superior to that of any Subordinate Obligations, including the Subordinate Series 1997-B Bonds.

Prior to issuing Additional Bonds or entering into Obligation Facilities or Swap Facilities, the Trustee is
required to receive a Rating Affirmation from each Rating Agency maintaining a rating on the 1997 Bonds that issuing
such Additional Bonds or entering into such Obligation Famlmts or Swap Facilities in and of melf will not have an
adverse effect on the rating of any Qutstanding Bonds.

Certain Considerations Affecting the Trust Estate

The availability under the General Bond Resolution of adequate amounts to find the timely payment of
Obligation debt service and other expenses required to be paid thereunder is dependent upon the performance of the
Student Loans to be acquired as part of the Trust Estate pledged thereunder. The Corporation currently expects to apply
all 1997 Bond proceeds initially available to finance Student Loans by May 1, 1999 to the acquisition, origination or
refinancing of a portfolio of FFELP Loans. See "USE OF PROCEEDS" and Appendix A — "SUMMARY OF CERTAIN
PROVISIONS OF THE FEDERAL FAMILY EDUCATION LOAN PROGRAM". The Corporation’s current
expectation that Revenues received with respect to the Student Loan portfolio will be sufficient to fund General Bond
Resolution requirements, and the initial ratings assigned to the 1997 Bonds by the Rating Agency, are based upon cash
flow projections derived from certain assumptions relative to Student Loan portfolio composition and performance. The
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Corporation believes such assumptions to be reasonable based upon its historic and current FFELP Loan experience.
There can be no assurance, however, that actual Student Loan portfolio results will conform to such projections. See
"THE CORPORATION — The Corporation's Education Finance and Servicing Activities™.

Revenues actually received with respect to the Student Loans may vary greatly in both timing and amount as
a result of a variety of economic, social and other factors, including both individual factors, such as additional periods
of deferral or forbearance prior to or after a borrower's commencement of repayment, loan consolidations or refundings,
and general factors, such as a general economic downturn which could increase the amount of defaulted FFELP Loans.
Failures by borrowers, guaranty agencies and the Department to make payments with respect to Student Loans on a
timely basis, and the incidence of borrower defaults and prepayments, will affect the amount of Revenues received by
the Corporation. See Appendix A — "SUMMARY OF CERTAIN PROVISIONS OF THE FEDERAL FAMILY
EDUCATION LOAN PROGRAM - Federal Insurance and Reinsurance and Reimbursement of Guaranty Agencies.”

The provisions of the Higher Education Act applicable to FFELP Loans, and the implementing regulations
thereunder, constitute a comprehensive federal program controlling the terms and conditions of FFELP Loans, including
certain fees and other amounts payable by the holders thereof, the administrative requirements applicable thereto and
the related duties and permitted activities of FFELP participants. The Department has broad powers under the Higher
Education Act to assure the compliance of FFELP participants with program requirements and a failure by a participant
to so comply may result in substantial penalties, including the withholding by the Department of federal payments
otherwise due to such participant under the program. The Department has additional powers under the Higher Education
Act with respect to guaranty agencies and their reserves, including the ability, subject to certain requirements, to
terminate the activities and to transfer the reserve fund assets of such entities. There can be no assurance that the
exercise by the Department of such powers will not adversely affect the interests of Owners of 1997 Bonds. See "THE
CORPORATION — The Corporation's Education and Servicing Activities - Servicing of FFELP Loans and FDSLF
Loans", "GUARANTY AGENCIES" and Appendix A4 — "SUMMARY OF CERTAIN PROVISIONS OF THE
FEDERAL FAMILY EDUCATION LOAN PROGRAM". Such provisions and regulations have been the subject of
extensive amendment in recent years. There can be no assurance that further amendments thereto, or that other federal
legislation, will not adversely affect the interests of Owners of 1997 Bonds. See Appendix A — "SUMMARY OF
CERTAIN PROVISIONS OF THE FEDERAL FAMILY EDUCATION LOAN PROGRAM — Legislative and
Administrative Matters", "~ Federal Budgetary Constraints” and "— Federal Direct Student Loan Program".

If an Event of Default occurs under the Resolutions which causes Owners of Senior Obligations to fail to
receive interest or principal payments when due, the Trustee is authorized, subject to certain conditions, to sell the
Student Loans pledged thereunder. There can be no assurance, however, that the Trustes would be able to find 2
purchaser for such Student Loans in a timely manner or that the proceeds of any such sale, together with amounts then
available in the Debt Service Reserve Account, would be sufficient to fund payment of the Qutstanding 1997 Bonds and
accrued interest thereon. See Appendix B — "SUMMARY OF CERTAIN PROVISIONS OF THE RESOLUTIONS".

DESCRIFPTION OF THE 1997 BONDS

General

1997 Bonds. The Senior Series 1997-A Bonds and the Subordinate Series 1997-B Bonds are being issued
as Auction Rate Certificates — ARCs ("ARCs"). The Applicable ARCs Rate is to be established from time to time
pursuant to Auction Procedures described below under "AUCTION RATE CERTIFICATES -- Interest”. The Senior
Series 1997-A Bonds and the Subordinate Series 1997-B Bonds are expected to be delivered, are dated and will
mature as set forth on the cover page hereof. The Senior Series 1997-A Bonds and the Subordinate Series 1997-B
Bonds are issued as fully registered bonds in denominations of $50,000 or any integral multiple thereof (an
"Authorized Denomination™). Initially, the Senior Series 1997-A Bonds and the Subordinate Series 1997-B Bonds
will only be registered in the name of Cede & Co. as nominee of DTC. See "BOOK ENTRY SYSTEM". Interest
on the Senior Series 1997-A Bonds, prior to a change in the Interest Payment Date as described below, is pavable
on the Business Day following the end of each Interest Period, and at maturity or earlier redemption. Interest on



the Subordinate Series 1997-B Bonds, prior to a change in the Interest Payment Date as described below, is payable
on November 1, 1997, and on each May 1 and November 1 thereafter until maturity or earlier redemption; provided,
that if such date is not a Business Day, such interest will be payable on the next succeeding Business Day (but only
for imerest accrued through the preceding April 30 or October 31, as the case may be). Interest on the Senior Series
1997-A Bonds and the Subordinate Series 1997-B Bonds is payable to the beneficial owners thereof according to
the procedures described under "BOOK ENTRY SYSTEM". Principal of the Senior Series 1997-A Bonds and the
Subordinate Series 1997-B Bonds is payable upon presentation and surrender of such Bonds at the principal corporate
trust office of the Trustee. The Senior Series 1997-A Bonds and the Subordinate Series 1997-B Bonds are subject
to acceleration and redemption, as described below.

Redemption Provisions

The Resolutions provide for the redemption and acceleration of the 1997 Bonds prior to maturity, as
described below. In the event that the 1997 Bonds are to be redeemed in part, the 1997 Bonds are to be redeemed
only in the then Authorized Denominations of such Series and in such maturity or maturities thereof a5 the
Corporation shall determine, and the 1997 Bonds of a Series to be redeemed within a maturity are to be selected by

lot or such other manner as the Trustee shall determine in accordance with the Resolutions, except as otherwise
described below.

Mandatory Redemption of Senior Series 1997-A Bonds and Subordinate Series 1997-B Bonds from
Unexpended Bond Proceeds. The Senior Series 1997-A Bonds and the Subordinate Series 1997-B Bonds are subject
to redemption by the Corporation at any time, in whole or in part as described below, at a redemption price equal
to 100% of the principal amount of such Bonds or portions thereof to be redeemed, together with accrued interest
thereon to the date of redemption, from proceeds of the Senior Series 1997-A Bonds or Subordinate Series 1997-B
Bonds deposited to the Loan Account upon the issuance thereof which have not been applied to finance Student
Loans on or before May 1, 1999, unless such date is extended if a Rating Affirmation is obtained.

Optional Redemption of 1997 Bonds. The 1997 Bonds are subject to redemption prior to marurity, at the
option of the Corporation on any Interest Payment Date, in whole or in part, as described below at a redemption
price equal to 100% of the principal amount of such Bonds or portions thereof to be redeemed, together with accrued
interest thereon to the date of redemption.

Selection of 1997 Bonds 1o be Redeemed. Any 1997 Bonds to be redeemed shall, except as otherwise
described below, be selected by the Corporation by any one of the following means: (i) first, all Senior Bonds,
second, all Senior Subordinate Bonds and subsequently, all Subordinate Bonds of each successive next most senior
Class; or (1i) pro rata among all classes of Bonds Outstanding; or (iii) if neither clause (i) nor (ii) is followed, then
in such order as the Corporation shall determine, provided that either the Corporation receives a Rating Affirmation
or the Trustee receives a Certificate of the Corporation to the effect that the value of the Loans (valued at par plus
accrued interest and accrued special allowance payments, if any) credited to the Loan Account and all cash and
Investment Securities held in the Accounts (valued as set forth in the General Bond Resolution, plus accrued interest,
but excluding amounts irrevocably set aside to pay particular Obligations pursuant to the General Bond Resolution
and excluding amounts on deposit in the Rebate Account and the Eamnings Account), will not be less than each and
all of the following sums, after giving effect to such redemption: () at least 106% of the sum of the principal of
and accrued interest on all Outstanding Senior Obligations plus all accrued but unpaid Program Expenses; (b) at least
103% of the sum of the principal of and accrued interest on all Qutstanding Senior and Senior Subordinate
Obligations plus all accrued but unpaid Program Expenses, and (c) at least 102% of the sum of the principal of and
accrued interest on all Outstanding Obligations plus all accrued but unpaid Program Expenses.

Notice of Redemption of 1997 Bonds.  The Trustee will give notice of redemption by mailing a copy of
the redemption notice by first class mail, postage prepaid, to the registered owners of any 1997 Bonds to be
redeemed at the address of such owner appearing on the registration books of the Trustee. Notice of redemption will
be given not more than 30 days nor less than 10 days prior to the redemption date. Such notice shall state whether
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the Trustee then holds sufficient monies to fund such redemption and whether such redemption is dependent upon
the issuance of refunding obligarions or the deposit of funds from other sources by the Corporation. Neither failure
to give such notice nor any defect therein will affect the validity of the procesdings for redemption of any 1997 Bond
not affected by such failure or defect. While the 1997 Bonds are held by DTC or its nominee notice of redemption
shall be given to DTC or its nominee. See "BOOK ENTRY SYSTEM".

Effect of Redemption. Notice having been given as aforesaid, the 1997 Bonds called for redemption will
become due and payable on the Redemption Date at the redemption price, plus accrued interest to the Redemption
Date. If, on the Redemption Date, moneys for the redemption of the 1997 Bonds to be redeemed, together with
interest to the Redemption Date, are held by the Trustee or any Paying Agent so as to be available therefor on said
date, interest on the 1997 Bonds called for redemption will cease to accrue on the Redemption Date.

Acceleration of the 1997 Bonds. Upon the occurrence of certain Events of Default under the Resolution,
the 1997 Bonds may be subject to acceleration as described herein. See Appendix B - "SUMMARY OF CERTAIN
PROVISIONS OF THE RESOLUTIONS".

The Resolutions provide that nonpayment of the principal of or interest on Senior Subordinate Obligations
or Subordinate Obligations occurring while there are any Senior Obligations Outstanding which are not affected by
the nonpayment, shall not result in an Event of Default under the Resolutions that would give rise to a right on the
part of owners of affected Obligations to accelerate the 1997 Bonds or to exercise any other remedy. The
Resolutions provide that only owners of the most senior Class of Outstanding Obligations may exercise any remedy
or right of enforcement or consent to any action thereunder in the event of nonpayment of Qutstanding Obligations,
and requires the consent of all owners of Qutstanding Obligations to exercise any right or remedy under the
Fesolutions for any Event of Default other than nonpayment.

Recycling Provision. The Resolutions permit the Corporation to use revenues received on the Student Loans
for the origination or acquisition of Student Loans until May 1, 2002. After such date, no amount may be transferred
from the Revenue Account to the Loan Account unless the Corporation receives a Rating Affirmation permitting the
Corporation to extend the date. :

Registration of Transfer and Exchange

In the event that the Book Entry System is discontinued, and subject to the procedures for the transfer or
exchange of ARCs as described under "AUCTION RATE CERTIFICATES", then upon surrender for transfer or
exchange of any 1997 Bond at the corporate trust office of the Trustee, the Corporation will execute and the Trustee
will authenticate and deliver in the name of the transferee or transferees, a new 1997 Bond of the same Series and
Subseries in exchange for the Senior Series 1997-A Bond or the Subordinate Series 1997-B Bond being transferred
or exchanged, of Authorized Denominations, of like aggregate principal amount and bearing numbers not previously
assigned to such 1997 Bonds.

The Trustes will require the payment by any owner of 1997 Bonds requesting exchange or transfer of a sum
sufficient to cover any tax or other governmental charge required to be paid with respect to such exchange or
transfer. Ewvery 1997 Bond presented or surrendered for transfer or exchange must be duly endorsed, or be
accompanied by a written instrument of transfer in form satisfactory to the Trustee, duly executed, by the owner
thereof or his attorney duly authorized in writing, with signature guarantees satisfactory to the Trustee.

The Trustee is not required to transfer any 1997 Bond (i) during a period beginning at the opening of
business 15 days before any selection of 1997 Bonds of the same Series for redemption and ending at the close of
business on the day of such selection, or (ii) selected for redemption in whole or in part.



BOOK ENTRY SYSTEM

Beneficial ownership interests in the 1997 Bonds will be available in book entry form only. Purchases and
sales by the beneficial owners of Senior Series 1997-A Bonds of each Subseries and of Subordinate Series 1997-B
Bonds can be made in denominations of $50.000 or any integral multiple thereof. Purchasers of beneficial ownership
interests in the 1997 Bonds will not receive certificates representing their interests in the 1997 Bonds purchased and
will not be Holders under the Resolution, except as described below.

DTC is a limited-purpose trust company organized under the New York Banking Law, a "banking
organization” within the meaning of the New York Banking Law, a member of the Federal Reserve System, a
"clearing corporation” within the meaning of the New York Uniform Commercial Code, and a "clearing agency”
registered pursuant to the provisions of Section 17A of the Securities Exchange Act of 1934. DTC holds securities
that its participants ("Participants") deposit with DTC. DTC also facilitates the settlement among Participants of
securities transactions, such as transfers and pledges, in deposited securities through electronic computerized book
enry changes in Participants’ accounts, thereby eliminating the need for physical movement of securities certificates.
Direct Participants include securities brokers and dealers, banks, trust companies, clearing corporations, and certain
other organizations (the "Direct Participants”). DTC is owned by a number of its Direct Participants and by the New
York Stock Exchange, Inc., the American Stock Exchange, Inc., and the National Association of Securities Dealers,
Inc. Access to the DTC system is also available to others such as securities brokers and dealers, banks, and trust
companies that clear through or maintain a custodial relationship with a Direct Participant, either directly or indirectly
("Indirect Participants”). The Rules applicable to DTC and its Participants are on file with the Securities and
Exchange Commission.

Purchases of 1997 Bonds under the DTC system must be made by or through Direct Participants, which are
to receive a credit for the 1997 Bonds on DTC's records. The ownership interest of each actual purchaser of a
beneficial interest in the 1997 Bonds is in tum to be recorded on the Direct and Indirect Participants’ records.
Beneficial owners will not receive written confirmation from DTC of their purchases, but beneficial owners are
expected to receive written confirmations providing details of the transactions, as well as periodic statements of their
holdings, from the Direct or Indirect Participant through which the beneficial owner entered into the transactions.
Transfers of ownership interests in the 1997 Bonds are to be accomplished by entries made on the books of
Participants acting on behalf of beneficial owners. Beneficial owners will not receive certificates representing their

ownership interests in 1997 Bonds, except in the event that use of the book-entry system for the 1997 Bonds of the
applicable Series and Subseries is discontinued.

To facilitate subsequent transfers, all 1997 Bonds deposited by Participants with DTC are registered in the
name of DTC’s parmership nominee, Cede & Co. The deposit of the 1997 Bonds with DTC and their registration
in the name of Cede & Co. effect no change in beneficial ownership. DTC has no knowledge of the actual beneficial
owners of the 1997 Bonds; DTC’s records reflect only the identity of the Direct Participants to whose accounts such
1597 Bonds are credited, which may or may not be the beneficial owners. The Participants will remain responsible
for keeping account of their holdings on behalf of their customers.

Conveyance of notices and other communications by DTC to Direct Participants, by Direct Participants to
Indirect Participants, and by Direct Participants and Indirect Participants to beneficial owners shall be governed by
arrangements among them, subject to any statutory or regulatory requirements as may be in effect from time to time.

Redemption notices shall be sent to Cede & Co. If less than all of the 1997 Bonds within a single maturity,
Series and Subseries are being redeemed, DTC’s practice is to determine by lot the amount of the interest of each
Direct Participant in such issue to be redesmed.

Neither DTC nor Cede & Co. will consent or vote with respect to the 1997 Bonds. Under its usual
procedures, DTC mails an omnibus proxy to the Trustee as soon as possible after the record date. The omnibus




proxy assigns Ceds & Co.’s consenting or voting rights to those Direct Participants to whose accounts the 1997
Bonds are credited on the record date (identified in a listing attached to the omnibus proxy).

Principal, redemption premium, if any, and interest payments on the 1997 Bonds are to be made to DTC.
Payments by Participants to beneficial owners shall be governed by standing instructions and customary practices,
as is the case with securities held for the accounts of customers in bearer form or registered in "street name”,and will
be the responsibility of such Participant and not of DTC, the Paying Agent, the Trustee or the Corporation, subject
to any statutory or regulatory requirements as may be in effect from time to time. Payment of principal and interest
to DTC is the responsibility of the Trustee, disbursement of such payments to Direct Participants shall be the
responsibility of DTC, and disbursement of such payvments to the beneficial owners shall be the responsibility of
Direct and Indirect Participants.

For every transfer and exchamge of a beneficial ownership interest in the 1997 Bonds, the beneficial owner

may be charged a sum sufficient to cover any tax, fee or other governmental charge that may be imposed in relation
thereto.

DTC may determine to discontinue providing its services with respect to the 1997 Bonds of any Series or
Subseries at any time by giving notice to the Corporation and the Trustee and discharging its responsibilities with
respect thereto under applicable law. In the event that no satisfactory substitute depository is found to replace DTC,
or if the Corporation determines that beneficial owners should be able to obtain 1997 Bond certificates as to any
Series or Subseries, the Corporation is obligated to deliver 1997 Bonds of such Series and Subseries, at the expense
of the beneficial owners as described in the Resolution.

The preceding information in this section "BOOK ENTRY SYSTEM" was provided by DTC for inclusion
herein, and has not been independently verified by the Corporation or the Underwriter. No representation is made
by the Corporation or the Underwriter as to the completeness or the accuracy of such information or as to the
absence of material adverse changes in such information subsequent to the date hereof

Neither the Corporation nor the Trustee shall have any responsibility or obligation to any DTC Participant,
arty beneficial owner or other persons claiming a beneficial ownership interest in the 1997 Bonds under or through
DTC or any DTC Participant, with respect to (i) the accuracy of any records maintained by DTC or any DTC
Farticipant with respect to the beneficial ownership interest in the 1997 Bonds; (i) the paymera by DTC or any DTC
Farticipant of any amount in respect of the principal of and premium, if any, or interest on the 1997 Bonds to any
beneficial owner or other person for the 1997 Bonds; or (iii) the delivery 1o any beneficial owner of the 1997 Bonds,
or any other person of any notice which is permitted or required to be given to owners under the Resolution. Neither
the Corporation nor the Trustee shall have arty responsibility with respect to obtaining consents from aryone other
than the registered owners.

Mo assurance can be given by the Corporation or the Trustee that DTC will distribute to the DTC
Participants or the DTC Participants will distribute to the beneficial owners (i) payment of debt service on the 1997
Bonds paid to DTC or its nomines, as the registered owner, or (ii) any redemption or other notices, or that DTC or
the DTC Participants will serve or act on a timely basis or in 2 manner described in this Official Statement.



AUCTION RATE CERTIFICATES

General

The Senior Series 1997-A Bonds and the Subordinate Series 1997-B Bonds are issued as Auction Rate
Certificates (sometimes hereinafter referred to as ARCs), shall be dated the date of initial delivery thereof and shall
mature on the dates shown on the cover of this Official Statement. Upon the delivery by the Corporation to the Trustes
of a Favorable Opinion, any Series or Subseries of the ARCs may be converted to bear imterest at a variable rate, as more
fully described in the Series Resolutions. Certain capitalized terms used heren with respect to the Senior Series 1997-A
Bonds and the Subordinate Series 1997-B Bonds are defined herein or in other parts of this Official Statement, including
the Appendices hereto.

Interest

Interest Payments. Interest on the ARCs shall accrue for each Interest Period and shall be payable in arrears,
on each succeeding Interest Payment Diate. An "Interest Period” means with respect to ARCs, (a) if, and for so long as
interest is payable on May 1, and November 1 with respect thereto and unless otherwise changed as described below
umder "— Changes in Auction Periods or Auction Date — Changes in Auction Period or Periods,"” the period commencing
on the date of issue of the Subordinate Series 1997-B Bonds through and including June 16, 1997 as to the Subordinate
Series 1997-B Bonds, and each successive 35-day period thereafter, respectively, commencing on 2 Tuesday and ending
on (and including) a Monday and (b) if, and for so long as, Interest Payment Dates are specified to occur at the end of
each Auction Period, as described below under "— Changes in Auction Periods or Auction Date — Changes in Auction
Period or Periods,” the period commencing on the date of issue of the applicable Subseries of the ARCs through and
including June 16, 1997 as to the Senior Series 1997-A-1 Bonds and June 23, 1997 as to the Senior Series 1997-A-2
Bonds and thereafier each period commencing on an Interest Payment Date and ending on but exclueding the next
succeeding Interest Payment Date. An "Interest Payment Date" for the Senior Series 1997-A Bonds Outstanding as
ARCs shall mean the day following the end of each Interest Period and at maturity or earlier redemption, or if such day
is not a Busimess Day, the next succeeding Business Day (but only for interest accrued through the last day of each
Interest Period). An “Interest Payment Date” for the Subordinate Series 1997-B Bonds Outstanding as ARCs means
Movember 1, 1997 and each May | and November 1 thereafter and at maturity or earlier redemption, or if any such date
is not a Business Day, the next succeeding Business Day (but only for interest accrued through the preceding April 30
and October 31 as the case may be). Interest Payment Dates may change in the event of a change in the length of one
or more Auction Periods or in certain other events. See " — Changes in Auction Periods or Auction Date — Changes in
Auction Period or Periods" below.

While the ARCs are in book-entry only form, the amount of interest distributable to holders of ARCs in respect
of each $50,000 in principal amount thereof for any Interest Period or part thereof shall be calculated by the Trustee by
applying the Applicable ARCs Rate (as defined below) for such Interest Period or part thereof to the principal amount
of $50,000, multplying such product by the actual number of days in the Interest Period or part thereof divided by 365
or 366, as applicable, and truncating the resultant figure to the nearest cent. Interest on the ARCs shall be computed by
the Trustee on the basis of a 365-day year for the number of days actually elapsed; except that for any such calculation
with respect to an Interest Payment Date occurring after November 1 of any year preceding a leap year through October
31 of the next succeeding year (being the leap year), such imterest shall be computed on the basis of a 366-day year
period. In the event an Interest Payment Date occurs in any Interest Period on a date other than the first day of such
Interest Period, the Trustee, after confirming the calculation required above, shall calculate the portion of the Interest
Amount payable on such Interest Payment Date and the portion payable on the next succeeding Interest Payment Date.
The Trustee shall make the calculation described above not later than the close of business on each Auction Date.

Interest payments on the ARCs are to be made by the Paying Agent to the persons who are the registered owners
of the ARCs, as of the Record Date preceding each Interest Payment Date. The ARCs will be nitially registered in the
name of Cede & Co., as nominee of DTC, which is acting as the Depository for the ARCs. See "BOOK-ENTRY
SYSTEM" for a description of how DTC, as owner, 15 expected to disburse such payments to the beneficial owners.
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Applicable ARCs Rate. The rate of interest on the ARCs for each Interest Period subsequent to the Initial
Interest Period shall be equal to the annual rate of interest that results from implementation of the Auction Procedures
described in Appendix E (the "Auction Rate™) unless, in the case of either Subseries of the Senior Series 1997-A Bonds,
the Auction Rate exceeds the Maximum Rate, in which case, the rate of interest on the affected ARCs for such Interest
Period shall be the Maximum Rate, or unless the Maximum Rate shall actually be lower than the All-Hold Rate, in which
case the rate of interest on the affected ARCs for such Interest Period shall be the Maximum Rate; provided that if, on
any Auction Date, an Auction is not held for anmy reason, then the rate of interest for the next succeeding Interest Period
shall equal the Maximum Rate on such Auction Date. Notwithstanding the foregoing, (i) if the ownership of the ARCs
is no longer maintained in book-entry form by DTC, the rate of interest on the ARCs for any Interest Period commencing
after the delivery of certificates representing ARCs as described above shall equal the Maximum Rate on the Business
Day immediately preceding the first day of such Interest Period, or (ii) if 2 Payment Default occurs, Auctions will be
suspended and the Applicable ARCs Rate (as defined below) for the Interest Period commencing on or after such
Payment Default and for each Interest Period thereafter to and including the Interest Period, if any, during which, or
commencing less than two Business Days after, such Payment Default is cured will equal the Default Rate.

The rate per annum at which interest is payable on the ARCs for any Interest Period is herein referred to as the

"Applicable ARCs Rate”. Notwithstanding anything herein to the contrary, the Applicable ARCs Rate cannot exceed
the Maximum Rate.

Notwithstanding anything herein to the contrary, if any ARCs or portion thereof has been selected for
redemption during the next succeedine Interest Period, such ARCs or portion thereof will not be included in the Auction
preceding such Redemption Date, and will continue to bear interest until the Redemption Date at the rate established for
the Interest Period prior to said Auction.

Carry-over Amounts for Senior Series 1997-4 Bonds. 1f the Auction Rate for either Subseries of the Senior
Series 1997-A Bonds is greater than the Maximum Rate, then the interest rate applicable to such Subseries of the Senior
Series 1997-A Bonds for that Auction Period will be the Maximum Rate. The excess of the amount of interest that
would have accrued on the Auction Rate Certificates at the Auction Rate over the amount of interest actually accrued
at the Maximum Rate will accrue and be designated as the Carryv-over Amount. The Carry-over Amount will bear
interest calculated at the rate equal to One-Month LIBOR (as determined by the Auction Agent, provided the Trustee
has received notice of One-Month LTIBOR. from the Auction Agent, and if the Trustee has not, then as determined by
the Trustee) from the Interest Payment Date for the Auction Period with respect to which such Carry-over Amount was
calculated, until paid. As used in the Series Resolution, the terms "principal” and "interest” do not include within the
meanings of such terms the Carry-over Amount or any interest accrued on any Carry-over Amount. The Carry-over
Amount will be calculated for each affected Senior Series 1997-A Bond by the Auction Agent during the Auction Period
in sufficient time for the Trustes to give notice of such Carry-over Amount to each Owner of an affected Senior Series
1997-A Bond as described in the following sentence. On the Interest Payment Date for an Auction Period during
which a Carry-over Amount has accrued, the Trustee will give written notice of such Carry-over Amount to each
Owner of an affected Senior Series 1997-A Bond on which a Carry-over Amount has accrued of such Carry-over
Amount, which written notice may accompany the payment of interest by check made to each such Owner on such
Interest Payment Date, or otherwise will be mailed on such Interest Payment Date by first class mail, postage
prepaid, to each such Owner at such Owner's address as it appears on the books of registry maintained by the
Trustee. Such notice will state, in addition to such Carry-over Amount, that unless and until such Senior Series
1997-A Bond has been redeemed or has been deemed no longer Outstanding (after which all accrued Carry-over
Amount (and all accrued interest thereon) that remains unpaid will be extinguished and no Carry-over Amount (or
interest accrued thereon) will be paid with respect to such Senior Series 1997-A Bond): (i) the Carry-over Amount
(and interest accrued thereon, calculated at a rate equal to One-Month LIBOR) will be paid by the Trustee on such
Senior Series 1997-A Bond on the next occurring Interest Payment Date, and each succeeding Interest Payment Date
until paid, for each Auction Period subsequent to the Auction Period in which such Carry-over Amount accrued, if
and to the extent that (1) during such subsequent Auction Period, no additional Carry-over Amount is accruing on
such Senior Series 1997-A Bond and, if paid, such Carry-over Amount is paid solely to the extent that during such
Auction Period, the amount of interest that would be payable on such Senior Series 1997-A Bond at the Maximum
Rate exceeds the amount of interest that is payable for such Auction Period on such Senior Series 1997-A Bond at
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the interest rate in effect for such Auction Period and (2) moneys are available in an amount sufficient to pay all
or such portion of Carry-over Amount as described in clause (1) above; and (i) interest will accrue on the Carry-over
Amount at a rate equal to One-Month LIBOR until such Carry-over Amount is paid in full or is canceled.

The Carry-over Amount for a Senior Series 1997-A Bond will be paid by the Trustee to the then registered
Owner on the next occurring Interest Payment Date, and each succeeding Interest Pavment Date to the then registered
Owner until paid, for 2 subsequent Auction Period if and to the extent that: (i) during such subsequent Auction
Period, no additional Carry-over Amount is accruing on such Senior Series 1997-A Bond; (ii) and if paid, such
Carry-over Amount is payable solely to the extent that during such Auction Period, the amount of interest that would
be payable on such Auction Rate Certificates at the Maximum Rate exceeds the amount of interest that is payable
for such Auction Period at the interest rate in effect for such Auction Period; and (iii) on such Interest Payment Date,
there are sufficient moneys in the Revenue Fund to pay first: all interest due on the Bonds on such Interest Payment
Date and second: a portion or all of the Carry-over Amount described in clause (ii) above, after giving effect to the
payment of allowable Program Expenses and all other prior required applications under the Resolutions, so long as,
subsequent to such payments, the sum of the value of: (i) the Loans (valued at par plus accrued interest and accrued
special allowance payments, if any) credited to the Loan Account; and (ii) all cash and Investment Securities held
n the Accounts (valued as set forth in the General Bond Resolution, plus accrued interest, but excluding amounts
irrevocably set aside to pay particular Obligations pursuant to the General Bond Resolution and excluding amounts
on deposit in the Rebate Account and the Eamnings Account) shall be at least equal to 101% of the sum of principal
of and accrued interest on the Outstanding Obligations. See Appendix B -- "SUMMARY OF CERTAIN
FROVISIONS OF THE RESOLUTIONS - Establishment of Accounts”. If the Carry-over Amount is payable as
described in the immediately preceding sentence with respect to any Subseries of the Senior Series 1997-A Bonds
and any other Series or Subseries of Bonds equal in priority of payment therewith on the same day and there are
insufficient funds in the Revenue Account to pay Cary-over Amount for each such Series or Subseries in the amount
described in the immediately preceding sentence, the portion of Carry-over Amount payable with respect to each such
Series or Subseries shall equal the product of the monies in the Revenue Account available to pay Carry-over
Amount multiplied by a fraction, the numerator of which is the excess calculated for each such Series or Subseries
as described in the preceding sentence and the denominator of which is the total Carrv-over Amount payable with
respect to each such Series or Subseries.

Any Carry-over Amount (and any interest accrued thereon) on any Senior Series 1997-A Bond which is due
and payable on an Interest Payment Date, which Senior Series 1997-A Bond is to be redeemed or deemed no longer
OQutstanding on said Interest Payment Date, will be paid to the Owner thereof on said Interest Payment Date to the
extent that monies are available therefor in accordance with the provisions of the Resolutions; provided, however,
that any Carry-over Amount (and any interest accrued thereon) which is not yet due and payable on said Interest
Payment Date will be canceled with respect to each Senior Series 1997-A Bond that is to be redeemed or deemed
no longer Outstanding on such Interest Payment Date and will not be paid on any succeeding Interest Payment Date.
To the extent that any portion of the Carry-over Amount remains unpaid after payment of a portion thereof, such
unpaid portion of the Carry-over Amount will be paid in whole or in part until fully paid by the Trustee on the next
cccurring Interest Payment Date or Dates, as necessary for a subsequent Auction Period or Periods, if and to the
extent that the conditions in the Resolutions are satisfied. On any Interest Payment Date on which the Trustee pays
only a portion of the Carry-over Amount on a Senior Series 1997-A Bond, the Trustee will give written notice to
the Owner of such Senior Series 1997-A Bond receiving such partial payment of the Carry-over Amount remaining
unpaid on such Bond.

Whether the Carry-over Amount for 2 Senior Series 1997-A Bond will be paid on any particular Interest
Payment Date in each subsequent Auction Period will be determined as described above and the Trustee will make
payment of the Cary-over Amount in the same manner as and from the same Account from which it pays interest
on the Auction Rate Certificates on any Interest Payment Date,
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ANY UNPAID CARRY-OVER AMOUNT ON A SENIOR SERIES 1997-A BOND NOT DUE AND
PAYABLE ON MATURITY OR THE REDEMPTION DATE WITH RESPECT TO SUCH SENIOR SERIES 1997-

A BOND WILL BE EXTINGUISHED UPON THE MATURITY OR REDEMPTION OF SUCH SENIOR SERIES
1997- A BOND.

Auction Participants

Existing Holders and Potential Holders. Participants in each Auction will include: (i) "Existing Holders,"
which shall mean any person who has signed a letter in the form attached as Appendix G hereto and is listed as the
owner of record of ARCs in the records of the Auction Agent (described below) at the close of business on the
Business Day preceding each Auction; and (ii) "Potential Holders," which shall mean any person, including any
Existing Holder, who shall have executed (and not withdrawn or terminated) a letter in the form attached as
Appendix G hereto and who may be interested in acquiring ARCs (or, in the case of an Existing Holder, an
additional principal amount of ARCs).

By purchasing ARCs, whether in an Auction or otherwise, each prospective purchaser of ARCs or its
Broker-Dealer must agree and will be deemed to have agreed: (i) to participate in Auctions on the terms set forth
in Appendix E hereto; (ii) so long as the beneficial ownership of the ARCs is maintained in book-entry form by
DTC, to sell, transfer or otherwise dispose of ARCs only pursuant to a Bid or a Sell Order (each as defined in
Appendix E) in an Auction, or to or through a Broker-Dealer or to a person who has delivered a signed letter in the
form attached as Appendix G hereto to the Auction Agent, provided that in the case of all transfers other than those
pursuzant to an Auction, the Existing Holder of ARCs so transferred, its Agent Member or its Broker-Dealer advises
the Auction Agent of such transfer; and (iii) to have its beneficial ownership of ARCs maintained at all times in
book-entry form by the Securities Depository for the account of its Participant of DTC, which in turn will maintain
records of such beneficial ownership, and to authorize such Participant to disclose to the Auction Agent such
information with respect to such beneficial ownership as the Auction Agent may request.

Auction Agenz. Bankers Trust Company, New York, New York ("Bankers Trust") is appointed as the initial
Auction Agent for the ARCs. The Trustee is directed to enter into the initial Auction Agency. Agreement with
Bankers Trust which provides as follows: The Auction Agent shall be: (i) a bank or trust company duly organized
under the laws of the United States of America or any state or territory thereof having its principal place of business
in the Borough of Manhattan, the City of New York, and having a combined capital stock, surplus and undivided
profits of at least $15,000,000; or (ii) a member of the National Association of Securities Dealers, Inc., having a
capitalization of at least $15,000,000 and, in either case, authorized by law to perform all the duties imposed upon
it under the Resolutions and under the Auction Agency Agreement The Auction Agent may resign and be
discharged of the duties and obligations created by the Resolutions by giving at least 90 days’ written notice to the
Corporation, the Trustee and the Market Agent (30 days’ written notice if the Auction Agent has not been paid its
fee for more than 30 days). The Auction Agent may be removed at any time by the Trustee if the Auction Agent
is an entity other than the Trustee, acting at the direction of either: (i) the Corporation, or (ii) the holders of 66-
2/3% of the aggregate principal amount of the ARCs by an instrument signed by the Trustee and filed with the
Auction Agent, the Corporation and the Market Agent upon at least 90 days’ notice; provided that, if required by
the Market Agent, an agresment in substantially the form of the Auction Agency Agreement shall be entered into
with a successor Auction Agent. If the Auction Agent and the Trustee are the same entity, the Auction Agent may
be:removed as described above, with the Corporation acting in lieu of the Trustee.

If the Auction Agent shall resign or be removed or dissolved, or if the property or affairs of the Auction
Agent shall be taken under the control of any state or federal court or administrative body because of bankruptey
or insolvency, or for any other reason, the Corporation shall use its best efforts to appoint 2 successor as Auction
Agent, and the Trustee shall thereupon enter into an Auction Agency Agresment with such successor.
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The Auction Agent is acting as agent for the Corporation in connection with Auctions. In the absence of
bad faith or negligence on its part, the Auction Agent shall not be liable for any action taken, suffered or omitted
or for any error of judgment made by it in the performance of its duties under the Auction Agency Agreement and
shall not be liable for any emor of judsment made in good faith unless the Auction Agent shall have been negligent
in ascertaining (or failing to ascertain) the pertinent facts necessary to make such judgment.

Broker-Dealer. Existing Holders and Potential Holders may participate in Auctions only by submitting
orders (in the manner described below) through a * Broker-Dealer”, including PaineWebber Incorporated as the sole
initial Broker-Dealer or any other broker or dealer (each as defined in the Securities Exchange Act of 1934, as
amended), commercial bank or other entity permitted by law to perform the functions required of a Broker-Dealer
set forth below which: (i) is a "Participant” (i.e., a member of, or participant in, DTC or any successor securities
depository) or an affiliate of a Participant; (ii) has a capital surplus of at least $50,000,000; (iii) has been selected
by the Corporation with the approval of the Market Agent (which approval shall not be unreasonsbly withheld); and
(iv) has entered into a Broker-Dealer Agreement with the Auction Agent that remains effective, in which the Broker-
Dealer agrees to participate in Auctions as described below, as from time to time amended or supplemented.

Market Ageni. The "Market Agent", initially PaineWebber Incorporated, will enter into a Market Agent
Agreement with the Corporation to perform such functions as required under the Resolutions. Under the Market
Agent Agreement, and in connection with the ARCs, the Market Agent shall act solely as agent of the Corporation
and shall not assume any obligation or relationship of agency or trust for or with any of the beneficial owners.

Auctions

Auctions to establish the Applicable ARCs Rate are to be held on each Auction Date, except as described
above under "— Interest — Applicable ARCs Rate,” by application of the Auction Procedures described in Appendix
E. "Auction Date" shall mean initially June 16, 1997 with respect to the Senior Series 1997-A-1 Bonds, June 23,
1997 with respect to the Senior Series 1997-A-2 Bonds and June 16, 1997 with respect to the Subordinate Series
1997-B Bonds, and thereafter, the Business Day immediately preceding the first day of each respective Interest
Period, other than: (i) each Interest Period commencing after the ownership of the ARCs is no longer maintained
in book-entry form by DTC; (ii) each Interest Period commencing after the occurrence and during the continuance
of a Payment Default; or (iii) any Interest Period commencing less than the Applicable Number of Business Days
after the cure or waiver of a Payment Default. Notwithstanding the foregoing, the Auction Date for one or more
Auction Periods may be changed as described below under "- Changes in Auction Periods or Auction Date —
Changes in Auction Period or Periods”.

The Auction Agent shall determine the Maximum Rate, the Maximum Auction Rate, the After-Tax
Equivalent Rate, the "AA" Composite Commercial Paper Rate, the All-Hold Rate, and the One-Month LIBOR. with
respect to each Series and Subseries of ARCs on each applicable Auction Date. The determination by the Auction
Agent of each of such rates will (in the absence of manifest error) be final and binding upon the Owners and all
other parties. If the ownership of the ARCs of any Series or Subseries is no longer maintained in book-entry form
by DTC, the Trustee shall calculate the Maximum Rate and the "AA" Composite Commercial Paper Rate on the
Business Day immediately preceding the first day of each Interest Period commencing after delivery of certificates
representing the ARCs. If a Payment Default shall have occurred, the Trustee shall calculate the Default Rate on
the first day oft (i) each Interest Period commencing after the occurrence and during the continuance of such
Payment Default; and (ii) any Interest Period commencing less than the Applicable Number of Business Days afier
the cure of any Payment Default.

So long as the ownership of the ARCs of any Series or Subseries is maintained in book-entry form by DTC,
an Existing Holder may sell, transfer or otherwise dispose of such ARCs only pursuant to a Bid or Sell Order (as
defined in Appendix E) placed in an Auction or through a Broker-Dealer, provided that, in the case of all transfers
other than pursuant to Auctions, such Existing Holder, its Broker-Dealer or its Participant advises the Auction Agent
of such ransfer. Auctions shall be conducted on each Auction Date, if there is an Auction Agent on such Auction
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Date, in the manner described in Appendix E. A description of the Settlement Procedures to be used with respect
to Auctions is contained in Appendix F.

Adjustments in Percentages

The Market Agent, with respect to the Subordinate Series 1997-B Bonds Outstanding as ARCs (herein,
"Series B ARCs"), shall adjust the percentage used in determining the All-Hold Rate, the Applicable Percentage used
in determining the Maximum Rate and the percentage of the Kenny Index used in determining the Defanlt Rate, if
any such adjustment is necessary, in the judgment of the Market Agent, to reflect any Change of Preference Law
such that the Series B ARCs paying the Maximum Rate, the Series B ARCs paying the All-Hold Rate and the Series
B ARCs paying the Default Rate shall have substantially the same market values before and afier such Change in
Preference Law. Prior to any such adjustment, the Corporation shall give notice thereof to the Rating Agencies, and
no such adjustment shall be made unless the Corporation delivers a Rating Affirmation and a Favorable Opinion as
required by the Resolutions. In making any such adjustment, the Market Agent shall take the following factors, as
in existence both before and after such Change in Preference Law, into account: (i) short-term taxable and tax-exempt
market rates and indices of such short-term rates; (ii) the market supply and demand for short-term tax-exempt
securities; (iii) yield curves for short-term and long-term tax-exempt securities or obligations having a credit rating
that is comparable to the Series B ARCs; (iv) general economic conditions; and (v) economic and financial factors
present in the securities industry that may affect or that may be relevant to the Series B ARCs.

The Market Agent shall effectuate an adjustment in the percentage used in determining the All-Hold Rate,
the Applicable Percentage used in determining the Maximum Rate and the percentage of the Kenny Index used to
determine the Default Rate by delivering written notice to the Corporation, the Trustee and the Auction Agent at least
10 days prior to the Auction Date on which the Market Agent desires to effect such change. Such notice shall be
effective only if it is accompanied by a Favorable Opinion.

Changes in Auction Periods or Auction Date

Changes in Auction Period or Periods. While any ARCs are outstanding, the Market Agent may change,
upon meeting certain conditions, the length of one or more Auction Periods applicable to any Series or Subseries.
In connection with any such change or otherwise, the Market Agent may change Interest Payment Dates to or from
semiannual payments on May 1 and November 1 of each year or to or from Interest Payment Dates specified to
correspond to the end of each Interest Period and Auction Period; any such change shall be considered a "change
in the length of one or more Auction Periods" for purposes of the Resolutions. Any change in the length of the
Auction Period requires the consent of the Corporation and must be made for the purpose of conforming to current
market practice with respect to certain securities. Any such changed Auction Period shall not be less than 7 days.

The change in the length of one or more Auction Periods shall not be allowed unless Sufficient Clearing
Bids (as defined in Appendix E) existed at both the Auction before the date on which the notice of the proposed
change was given and the Auction immediately preceding the proposed change. Such change shall take effect only
if certain requirements are met as described in the Resolutions, including, with respect to the Subordinate Series
1997-B Bonds, delivery by the Corporation of a Favorable Opinion as required by the Resolutions.

Changes in the Auction Date. While any ARCs are outstanding, the Market Agent:

(i) in order to conform with then current market practice with respect to similar securities, shall; and
(ii) in order to accommodate economic and financial factors that may affect or be relevant to the day of the

week constituting an Auction Diate and the interest rate borne on the ARCs and with the written consent of an
Authorized Official of the Corporation, may
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specify an earlier Auction Date applicable to any Series or Subseries (but in no event more than five Business Days
earlier) than the Auction Date that would otherwise be determined in accordance with the definition of "Auction Date”
with respect to one or more specified Auction Periods. The Authorized Officer of the Corporation shall not consent to
such change in the Auction Date, if such consent is required as described in (ii) above, unless he or she shall have
received from the Market Agent not less than ten days nor more than 20 days prior to the effective date of such change
a written request for consent together with a Certificate demonstrating the need for change in reliance on such factors.
The Market Agent shall provide notice of any determination to specify an earlier Auction Date for one or more Auction
Periods by means of a written notice delivered at least 10 days prior to the proposed changed Auction Date to the
Trustee, the Auction Agent, the Corporation and DTC.

In connection with any change in the Auction terms described above, the Auction Agent shall provide such
further notice to such parties as is specified in the Auction Agency Agreement.

Mo change shall be made to the Auction Period or Auction Date unless the Corporation delivers a Rating
Affirmation, and with respect to the Subordinate Series 1997-B Bonds, a Favorable Opinion as required by the
Resolutions.

THE CORPORATION

The General Assembly of the Commonwezlth established the Kentucky Higher Education Student Loan
Corporation (the "Corporation”) in 1978 to provide a program of financing, making and purchasing insured student
loans in the Commonwealth.

Governance and Functions

The Corporation is an independent de jure municipal corperation and political subdivision of the
Commonwealth. The Corporation is authorized by the Act: (a) to make, purchase and sell, and to participate in the
making, purchasing and selling of insured student loans; (b) to collect and pay reasonable fees and charges in
connection with its making, purchasing, selling and servicing of insured student loans; (c) to procure insurance in
respect of all insured student loans made or purchased by it; (d) to make, execute, and effectuate agreements with
any federal or state agency, person, or entity necessary to accomplish its corporate purposes; (¢) to accept and comply
with the conditions of any appropriations, loans, grants, and other aid to the Corporation; (f) to invest its funds not
required for immediate disbursement; (g) to issue its notes and bonds for the purpose of carrying out its corporate

powers and duties; and (h) to service and collect educational loans for other lenders, holders and educational
institutions.

The term "insured student loans” is currently defined for purposes of the Act to include loans to students
who are qualified under the federal Higher Education Act of 1963, as amended, on which the payment of principal
and interest is at least ninety-five percent insured by a guaranty agency and reinsured by the Secretary in accordance
with the Higher Education Act or at least ninety-five percent insured as to principal amount by the federal
government under the Higher Education Act or the Health Professions Educational Assistance Act of 1976, as
amended.

A Task Force on Postsecondary Education was established in 1996 by the General Assembly of the
Commonwealth for the purpose of developing recommendations and an implementation plan for a system of
postsecondary education in Kentucky that promotes quality instruction designed to provide students with the
knowledge and skills necessary to be competitive in a global economy. The Task Force is required to report its
findings and recommendations with enabling legislation to the Governor and the Legislative Research Commission
of the Commonwealth no later than September 1, 1997. There can be no assurance as to the nature of such findings
or recommendations. On April 23, 1997, the Governor of the Commonwezlth issued a proclamation convening the
General Assembly to meet in an extracrdinary session beginning May 12, 1997, to consider improvements to the
Commonwealth’s system of postsecondary and technical education. The Corporation does not expect, however, that
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any legislation which might be enacted in response to the Task Force's report or the Governor's proclamation would
adversely affect the security for the Bonds under the Act and the General Bond Resolution. See "SECURITY AND
SOURCES OF PAYMENT FOR THE 1997 BONDS -- The Pledge of the General Bond Resolution” and "THE
CORPORATION — The Corporation’s Education Finance and Servicing Activities - dvailability of Student Loans".

The Corporation is governed by its Board of Directors, which may officially act by a majority of its
members. The Board of Directors consists of eleven members, of whom eight are appointed by the Governor from
the general public residing in the Commonwealth to serve a term of four years each and three serve ex gfficio by
reason of their positions as Chairman of the Council on Higher Education of the Commonwealth, Secretary of the
Finance and Administration Cabinet of ihe Commonwealth, and Chairman of the Board of Directors of KHEAA.
The Board of Directors elects from its membership a Chairman and Secretary-Treasurer.

The Corporation’s Chairman, Secretary-Treasurer and other directors are as follows:

Board of Directors of the Corporation

Name of Director Principal O ati

Louis R. Straub II Vice President

Chairman Bank One Eentucky Corp.
Louisville, Kentucky

Phillip D. Bond Vice President, Finance and

Secretary-Treasurer Administration

Metro United Way
Louisville, Kenmcky

Austin B. Carroll General Manager
Hopkinsville Electric System
Hopkinsville, Kenmcky

Jim A. Jackson Department of Education

Commonwealth of Kentucky
Frankfort, Kentucky

K.L. Moore Pastor
First Baptist Church
Frankfort, Kentucky
Brent D. Thompson ' Vice President
PNC Bank, Kentucky, Inc.
Radcliff, Kentucky
) R. Wayne Statton (ex officio) _ Co-Managing Owner
Chairman, Kentucky Higher Jones, Nale & Marttingly, PLC
Education Assistance Authority Louisville, Kentucky
Leonard V. Hardin (ex officio) Chairman
Chairman, Council on Higher Mational City Bank of Kentucky
Education Louisville, Kentucky
John P. McCarty (ex officio) Secretary

Finance and Administration Cabinet
Commonwealth of Kentucky
Frankfort, Kentucky
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In accordance with the Act, the Executive Director of KHEAA, Paul P. Borden, is also Executive Director
of the Corporation.

The Corporation has a staff of approximately 100 full-time employees as of February 28, 1997, most of
whom are currently assigned to its ongoing Federal Family Education Loan Program activities described below. The
Corporation expects to hire additional employees during the current calendar year in connection with the
establishment of a separate group to be assigned to the Federal Direct Student Loan Program, servicing activities
described below. Its principal office is located at 10180 Linn Station Road, Post Office Box 24266, Louisville,
Kentucky, 40224-0266, telephone number (502) 329-7079.

Principal Management Personnel

Principal management personnel involved in the Corporation’s Education Finance and Servicing Activities
are as follows:

Paul P. Borden, Executive Director and Chief Executive Officer, has overall management responsibility for
the Corporation. He has served in this capacity since 1978 and has also served as Executive Director of KHEAA
since 1972. He is a past president and current member of the Board of Directors of the National Council on Higher
Education Loan Programs and has testified many times before various committees of the U.S. Congress on matters
related to the Federal Family Education Loan Program. Before joining KHEAA and the Corporation, he served in
administrative positions at Kenmcky State University and the University of Louisville. Mr. Borden holds a B.A.
degree in Business Administration from the University of Louisville.

Roger B. Tharp, President and Chief Operating Officer, has overall responsibility for the Corporation’s
operations. Before this appointment in 1993, he was Director of the Division of Program Administration for
KHEAA for nineteen years. He has served as Secretary for the National Council on Higher Education Loan
Programs and served on its Servicing Committee. He is also a member of the Student Loan Servicing Alliance and
currently serves on its Executive Committee. His previous employment includes six combined years of financial aid
manasement experience at the United Electronics Institute and the University of Louisville, and one year in credit
management for Sears, Roebuck and Company. Mr. Tharp holds an M.B.A. from the University of Louisville and
a B.S. degree in Business and Economics from the University of Kenmcky.

Bettv P. Barker, Executive Vice President and Chief Financial Officer, has overall responsibility for the
Corporation’s financial and administrative affairs. Prior to this appointment in 1993, she was employed by KHEAA
for seven years in financial management and accounting positions serving as Assistant Director of the Division of
Fiscal Affairs for the last three years. She currently serves on the Finance Committee of the Education Finance
Council Her previous employment includes four years in auditing and accounting in industry and government. Ms.
Barker is a Certified Public Accountant and holds an M.B.A. from Bellarmine College, Louisville, and a B.5. degree
in Accounting from the University of Kentucky.

Sherrv M. Cooper, General Counsel, has overall responsibility for all general legal and compliance activities.
Ms. Cooper joined the Corporation in April 1997, afier serving as an attorney with the Kentucky Department of
Insurance. Her previous employment also includes serving an appoinment as a member of the Kentucky Health
Policy Board, two years in the private practice of law, and four years with Legal Services. Ms. Cooper holds a 1.D.
from Chase College of Law, and a B.A. in Elementary Education from the College of the Ozarks, Missouri.

Sallv L. Wagner, Student Loan Servicing Manager, is responsible for loan servicing operations, loan
acquisitions and origination, and portfolio conversions. Ms. Wagner joined the Corporation in 1994 and previously
served as Loan Servicing Administrative Supervisor. Her previous emplovment includes economic development and
commercial lending positions with the Chester County Development Council in Pennsylvania. Ms. Wagner holds
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an M.B.A. from Corpus Christi State University, Texas, and a B.S. degree in Psychology and Economics from
Stephen F. Austin State University, Texas,

Edward P. O’Neill, Controller, is responsible for accounting systems, financial reporting, budgeting, and
accounting operations. Before joming the Corporation in 1995, he served five years as Controller for a corporation
in Michigan. His previous employment also includes nine combined years of experience in operations and financial
management in the banking and securities industries. Mr. O’Neill is a Certified Public Accountant and holds an
M.B.A. from the University of Chicago and a B.A. in Economics from Yale University.

Lee E. Watkins, Client Relations Manager, is responsible for business development and marketing activities.
Prior to his employment with the Corporation in 1995, he served as Associate Director, Education Finance Service,
with the College Board in Atlanta for five years, and served a total of twenty-four (24) years at Western Kentucky
University, as Director and Assistant Director of Student Financial Aid. Mr. Watkins holds a B.S. in Agriculture
from Western Kentucky University.

James F. Williams, Compliance and Operational Support Manager, is responsible for student loan
compliance and operational support activities including ensuring compliance with applicable federal and guarantor
regulations and policies, development of internal systems and procedures, systems analysis, and technical support.
Prior to joining the Corporation in 1995, he was employed for two years with Pennsylvania Higher Education
Assistance Agency, Student Loan Servicing Center, as Compliance Supervisor, and four years with EduServ and
Wachovia Bank, North Carolina, in the loan servicing area. Mr. Williams holds an M.B.A. in Operations
Management from Wake Forest University and a B.S. from Penn State University.

The Corporation’s Education Finance and Servicing Activities

General. The Corporation’s Education Finance and Servicing Activities currently include: (i) the origination
and secondary market acquisition of education loans originated pursuant to the Federal Family Education Loan
Program ("FFELP Loans") and the federal Health Education Assistance Loan Program ("HEAL Loans"); (ii) the
financing of FFELP Loans; and (iii) the servicing of FFELP Loans and of education loans originated pursuant to
the Federal Direct Student Loan Program ("FDSLP Loans"). The Corporation reserves the right to expand its
Education Finance and Servicing Activities to include the origination, acquisition, financing and servicing of other
education loans, subject to compliance with applicable law and contractual requirements. The 1997 Bonds are being
issued for the purpose of providing funds for the financing, or refinancing, of FFELP Loans. The General Bond
Resolution conditions the expenditure of funds which are credited to the Loan Account to finance education loans
other than FFELP Loans upon receipt of & Rating Affirmation.

FFELP Loan Origination and Acquisition. The Corporation is an eligible lender for purposes of the Federal
Family Education Loan Program and originates FFELP Loans both for its own account and on behalf of other
eligible lenders. Certain origination functions are performed for the Corporation by KHEAA. In addition, the
Corporation acquires FFELP Loans from other eligible lenders, both pursuant to ongoing contractual obligations and
on a transactional basis. 118 lending institutions currently refer loan applications to the Corporation for origination
and 3 lending institutions currently participate in the secondary market program.

1 FFELP Loan Financing. The 1997 Bonds constitute the inftial issuance by the Corporation of Bonds under
the General Bond Resolution. Upon delivery of the 1997 Bonds, the Corporation will have established three
separately financed FFELP Loan portfolios.

Prior to 1996, all FFELP Loans acquired by the Corporation were financed through application of proceeds
of Insured Stadent Loan Revenue Bonds of the Corporation issued pursuant to the 1983 Resolution. The 1983
Resolution permits the application of funds held thereunder to finance FFELP Loans which are guaranteed by
KHEAA or insured directly by the Secretary of Education and HEAL Loans. There are currently outstanding
£327,230,000 principal amount of Insured Student Loan Revenue Bonds which constitute special obligations of the
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Corporation secured solely by the trust estate established under the 1983 Resolution (the "1983 Trust Estate") which
included approximately $291,000,000 outstanding principal amount of FFELP Loans as of December 31, 1996.

The Corporation has entered into a forward finance agreement dated as of December 30, 1996 with the
Student Loan Marketing Association ("SLMA™) pursuant to which SLMA has agreed to make advances to the
Corporation from time to time prior to December 30, 1999 in an aggregate principal amount outstanding at any time
of up to 530,000,000 ("Advances™) to finance FFELP Loans which are guaranteed by KHEAA or by any other
guaranty agency approved by SLMA. There are currently outstanding $20,000,000 of Advances which constitute
limited obligations of the Corporation payable from specific revenues and assets pledged therefor pursuant to a
Forward Financing Agreement Note Resolution. The Corporation may, but is not required to, apply a portion of the
proceeds of the 1997 Bonds to repay all or a portion of the Advances which are then outstanding, upon which
application all FFELP Loans released from the lien of such Advances would be credited to the Loan Account
established under the General Bond Resolution.

Neither the Insured Student Loan Revenue Bonds nor the Advances are payable from the Loans or other
assets included in the Trust Estate established under the General Bond Resolution. No education loan or other asset
pledged under the 1983 Resolution to secure Insured Student Loan Revenue Bonds issued thereunder, or under the
Forward Financing Agreement Note Resolution to secure Advances is pledged to secure or expected to be available
to fund payment of the 1997 Bonds.

The Corporation currently expects to issue approximately $4,910,000 of Insured Student Loan Revenue
Bonds for refunding purposes during the current calendar year and reserves the right: (i) to issue additional Insured
Student Loan Revenue Bonds and to effect additional Advances to finance and refinance FFELP Loans; (ii) to enter
into financing agreements which are secured on a basis separate and apart from the 1997 Bonds, the Insured Student
Loan Revenue Bonds and the Advances in connection with its Education Finance Program; (iii) to finance education
loans which are newly originated or acquired by the Corporation pursuant to any financing arrangement under which
funds are available therefor; and (iv) to effect the release of education loans from the lien of any financing
arrangement, including the General Bond Resolution, in accordance with the terms thereof through application of
amounts available therefor pursuant to any financing arrangement, including the General Bond Resolution.

Availability of Soudert Loans. The Corporation expects to apply all proceeds of the 1997 Bonds which are
to be initially deposited in the Loan Account to refinance FFELP Loans securing Advances or to fund the origination
and acquisition of FFELP Loans prior to June 30, 1998. The aggregate amount of projected Corporation purchase
commitments pursuant to existing contractual obligations during this period exceeds £75,000,000. See "USE OF
PROCEEDS". The General Bond Resolution permits the periodic transfer from the Revenue Account to the Loan
Account of Revenues in excess of required Revenue Account applications. See Appendix B — "SUMMARY OF
CERTAIN PROVISIONS OF THE RESOLUTIONS - The General Bond Resolution — Revenue Accouns”.

The Federal Family Education Loan Program is currently fully authorized under the Higher Education Act
through September 30, 1998. The 1993 amendments to the Higher Education Act authorized the replacement of a
minimum of 60% of FFELP Loan volume with direct federal lending by 1998. Implementation of direct federal
lending may result in an increasing reduction in the volume of FFELF Loans. The federal direct lending program
also authorized the Secretary to offer borrowers consolidation loans with income contingent terms if such borrowers
are unable to obtain loans with income sensitive repayment terms from any other lender. The number or the dollar
volime of FFELP Loans originated, acquired or held by the Corporation or guaranteed by KHEAA may decrease
as a result of such implementation and such a decrease may not be proportionate to the percentage by which such
implementation reduces the number or the dollar volume of FFELP Loans nationally. Moreover, replacement of
FFELP Loans by direct federal lending or some other federal program might affect the availability of FFELP Loans
for purchase by the Corporation. While authorization of the Federal Family Education Loan Program and its
predecessors has been repeatedly extended, there can be no assurance as to the likelihood of further extension or of
any change in present federal policy relative to the financing of post-secondary education. The Corporation does
not expect, however, the development of federal policy to have 2 material adverse effect upon its ability to pay Debt
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Service on its Bonds in a timely fashion or to discharge its obligations under the Resolutions. See Appendix A -
"DESCRIFTION OF CERTAIN PROVISIONS OF THE FEDERAL FAMILY EDUCATION LOAN PROGRAM --
Federal Direct Smdent Loan Program”.

Servicing of FFELP Loans and FDSLP Loans. The Corporation currently expects to service all Student
Loans held under the Resolutions. It currently services approximately $300 million outstanding principal amount
of FFELF Loans which are pledged to secure Insured Student Loan Revenue Bonds or Advances and approximately
$85 million of FFELP Loans on behalf of other eligible lenders pursuant to servicing agreements, including servicing
agreements which provide for the acquisition by the Corporation of the FFELP Loans serviced. In addition, the
Corporation services FFELP Loans and certain other federal program education loans on a contractual basis. The
Corporation’s servicing obligations pursuant to such servicing agreements are without recourse to assets pledged to
secure any Corporation financings, including the Trust Estate established under the General Bond Resolution to
secure the 1997 Bonds. The Corporation currently subcontracts certain FFELP Loan servicing functions. The
Corporation deposits all FFELP Loan payments upon receipt into clearing accounts with financial institutions and
periodically transfers payments from such clearing accounts to the applicable fiduciary or eligible lender.

The Corporation currently services its FFELP Loans utilizing software purchased from IFA Systems, a
division of Idzho Financial Associates, Inc., which has been in the student loan business for over 10 years, The
Corporation has entered into an agreement with IFA Systems pursuant to which IFA has agreed to provide, from
time-to-time, program changes in order to assure that the Corporation is able to comply with changes in provisions
of the Higher Education Act. IFA Systems also makes certain other changes requested by the Corporation in its role
as servicer for various types of loans.

The Higher Education Act requires that the Corporation and its agents and employees exercise "due
diligence” in the servicing and collection of FFELP Loans. The Higher Education Act defines "due diligence” to
require the holders of a FFELP Loan to utilize collection’ practices at least as extensive and forceful as those
generally practiced by financial institutions for the collection of consumer loans. Federal regulations prescribe a
series of actions that must be tzken by a lender in the collection of delinguent (past due) FFELP Loans.
Additionally, those regulations set forth specific requirements that 2 lender or holder of FFELP Loans must meet
to constitute due diligence in the making, disbursing, and servicing of FFELP Loans. Failure to exercise such
reasonable care and diligence may result in the disqualification of an "eligible lender” (which could include the
Corporation as 2 holder of FFELP Loans) from further fiederal insurance payments on affected loans if the applicable
guaranty agency determines that the foregoing standards have not been met. The Corporation or a lender may not
relieve itself of its responsibility for meeting these standards by delegation to any servicing agent and, accordingly,
if any third party servicer of the Corporation’s FFELP Loans fails to meet such standards, the Corporation’s ability
to realize the benefits of the guaranty agency’s insurance payments may be adversely affected.

The Higher Education Act requires that a guaranty agency ensure that due diligence be exercised by lenders
in making, servicing and collecting FFELP Loans guaranteed by the guaranty agency. Each guaranty agency must
establish procedures and standards for due diligence which are consistent with federal standards. If the Corporation
or any third party servicer of the Corporation’s FFELP Loans does not comply with the due diligence standards
established by the Higher Education Act and federal regulations, then the Corporation’s ability to realize the benefits
of guarantee payments and the guaranty asency’s ability to realize the benefits of federal reinsurance payments may
be adversely affected.

The Corporation retains the right to provide for administration of its Education Finance Program in the most
economically efficient manner, subject to its contractual obligations in connection with financings. The Corporation
has reserved the right to implement interest rate discounts or other borrower benefits, which may have the effect of
reducing loan yield with respect to student loans, provided that the Corporation obtains a Rating Affirmation.
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In addition to servicing FFELP Loans, the Corporation has entered into an agreement to perform certain
loan servicing component functions in connection with the Federal Direct Student Loan Program. The Corporation
expects to establish a separate group which would be dedicated to the performance of these FDSLP Loan functions,
and to hire additional personnel and obtain additional facilities in connection with the FDSLP Loan activities. See
Appendix A - "SUMMARY OF CERTAIN FROVISIONS OF THE FEDERAL FAMILY EDUCATION LOAN
PROGRAM."

Prior to an Event of Default, the Trustee has no duties or obligations to service or collect or monitor the
servicing and collecting of Student Loans by the Corporation as servicer or any other subservicer. Nor shall the
Trustee be responsible for accounting and reporting functions required under the Higher Education Act to preserve
the guarantee of the guarantes agency or the insurance of the Secretary on the Student Loans.

Prior to an Event of Default, the Corporation, and not the Trustee, is the custodian of the Student Loan
Motes. The Trustee shall have no responsibility for loss of or damage to the Student Loan Notes held by the
Corporation as the custodian or by its agents. The Corporation as custodian, and not the Trustee, is responsible for
reviewing and servicing, respectively, each Student Loan and safekeeping and preserving it. The Trustee shall have
no responsibility or liability for examination, safekeeping, preserving, or servicing of the Student Loans.

The Trustee may have certain duties relating to the foregoing matters specified in the preceding two
paragraphs upon the occurrence of an Event of Default, as provided in the General Bond Resolution.

GUARANTY AGENCIES

General

The Resolutions permit the application of amounts credited to the Loan Account to finance FFELP Loans
which are guaranteed or insured: (i) by KHEAA; (ii) by any other guaranty agency under the Higher Education Act,
subject to receipt of a Rating Affirmation; and (iii) by any successor to the obligations of any such entity. The
Corporation expects to apply all 1997 Bond proceeds to be initially deposited in the Loan Account to finance FFELP
Loans which are guaranteed by KHEAA, but reserves the right to apply amounts credited to the Loan Account to
finance other education loans in compliance with the Resolutions.

The Kentucky Higher Education Assistance Authority

The Kenmcky Higher Education Assistance Authority is a public corporation and governmental agency and
instrumentality of the Commonwealth established in 1966 to serve the public purpose of improving opportunities for
higher education by insuring student loans for students eligible under the Higher Education Act; providing loans,
grants, -and scholarship awards to qualified Kentucky students; and offering information relating to KHEAA programs
to Kenmecky residents. The powers of KHEAA with respect to insuring student loans include: (i) providing loan
insurance within the limitations of Kentucky law and the Higher Education Act, the loan in each case to be subject
to agresments providing for interest payments, reimbursements, reinsurance and other benefits to the extent provided
by the Higher Education Act; (ii) entering into agreements and undertakings with the Secretary in order to constitute
KHEAA as a state agency qualified to insure student loans under the Higher Education Act and to qualify such
student loans for interest subsidies, reimbursement, reinsurance, and other benefits available under the Higher
Education Act; (iii) entering into contracts with eligible lenders and eligible education institutions to provide for the
administration of student financial assistance programs; (iv) collecting from the borrower amounts due under a
student loan on which KHEAA has fulfilled its insurance obligations following the inability of the holders to collect
such loan; (v) approving, limiting, suspending, or terminating the eligibilitv of educational institutions or lenders to
participate in KHEAA's Loan Guarantee Program, subject to the provisions of the Higher Education Act and
applicable Kentucky law; (vi) if any conflict exists between applicable State law and the Higher Education Act that
would result in a loss by KHEAA of federal funds, adopting rules, regulations, and policies consistent with the
Higher Education Act, but which are not in derogation of the Constitution and general laws of the Commonwealth;
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(vii) administering federal funds allotted to the Commonwealth in respect of student loans, administrative costs, and
other matters; and (viii) receiving funds and acquiring property from any source, public or private, except that
KHEAA has no power to make its debts payable out of any funds other than those of KHEAA.

In addition to its student loan guarantee functions, KHEAA offers origination services to lenders, administers
two state Grant Programs, one teacher incentive loan program, and the state work-study program in order to provide
financial assistance to eligible students. Such programs are partially funded by the Commonwealth of Kentucky
supplemented by federal funds. Pursuant to Executive Order 90-433 (ratified by the Kentucky General Assembly,
1992 Acts, C.190, §12) responsibilities for the Kentucky Education Savings Plan Trust (Trust) were transferred to
KHEAA effective May 10, 1990. The Trust offers opportunities for families to save for future college costs. Trust
funds are fully secregated from all other funds managed by KHEAA.

KHEAA is govemned by its Board of Directors, which may officially act by a majority of its voting
members. The Board of Directors of KHEAA consists of seven voting members appointed by the Governor of the
Commonwealth for terms of four years each and the Executive Director of the Council on Higher Education of the
Commonwealth and the Secretary of the Finance and Administration Cabinet of the Commonwealth, each of whom
serve as non-voting, ex gfficio members.

The Executive Director of KHEAA is Paul P. Borden; the Chief Operating Officer is Londz L. Wolanin.

KHEAA's office is located at 1050 U.S. 127 South, Suite 102, Frankfort, Kentucky 40601, telephone number (502)
564-799(.

KHEAA's Loan Guarantee Program. In November 1978 KHEAA commenced guaranteeing student loans
as the state guarantee agency of the Commonwealth under Section 428(c) of the Higher Education Act and in
accordance with Kentucky law and KHEAA s agreements with the Secretary,

Pursuant to KHEAA s Loan Guarantes Program, any eligible holder of a loan guaranteed by KHEAA is
entitled to reimbursement from KHEAA to the maximum extent permitted by the Higher Education Act for any
proven loss incurred resulting from the default, death, permanent and total disability, or discharge in bankruptcy of
the borrower and with respect to certain other claims. At the time KHEAA pays a claim for reimbursement of a
defaulted loan, the holder must assign to KHEAA all rights accruing to the holder under the note.

On April 18, 1995, an agreement between the Alabama Commission on Higher Education (ACHE) and
KHEAA was approved by the U.S. Department of Education for the transition of the Alabama Guaranteed Student
Loan Program to KHEAA KHEAA began to guarantee FFELP Loans for lenders and students in the state of

Alabama on June 2, 1995. KHEAA has been designated by the U. S. Department of Education as the guarantor for
Alabama effective July 1, 1996.

Loan Insurance Fund. Pursuant to Kentucky Revised Statutes Sections 164.740 through 164.785, KHEAA
has established a Loan Insurance Fund which is used to account for all loan guarantee functions.

Sources of finds for the Loan Insurance Fund are insurance premiums for loans guaranteed, administrative
expense allowance from the Secretary, reinsurance from the Secretary for default and other claims paid, default
eollections, and investment income derived from such funds; uses of funds are default and other claims on loans
guaranteed, and operating expenses for loan guarantee functions.

Pursuant to Kentucky Revised Statutes, Sections 164.740 to 164 785, as amended, KHEAA is authorized
to issue loan guarantees to eligible lenders on any loans to qualified smudents, provided that no additional loans may
be guaranteed if the total amount of all cutstanding student loans guaranteed by KHEAA exceeds seventy-five times
the funds available in the Loan Insurance Fund. Funds available in the Loan Insurance Fund are calculated on the
basis of the net assets before deducting unearned insurance premiums, which equals the fund balance plus unearned
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insurance premiums. Funds available in the Loan Insurance Fumd are restricted by federal regulations and the Higher
Education Act.

Outstanding loan guarantee commitments by ACHE, on which no claims have been filed or paid, were
transferred to KHEAA on December 31, 1995. Accounts held by ACHE on which default claims were paid prior
to April 13, 1993, that remain in active repayment status and accounts held by ACHE on which default claims were
paid after April 15, 1993, were transferred to KHEAA prior to June 30, 1996. Following the transfer of defaulted
accounts, remaining Alabama federal reserve funds will be transferred to KHEAA.

The following table summarizes the student loans guaranteed by KHEAA (and reinsured by the Secretary)
annually, the ageregate outstanding guarantee commitment for the periods indicated and KHEAA's Claims Rate to
the Secretary for defaulted student loans. The Coverage Ratio set forth below is determined by dividing the funds
available in the Loan Insurance Fund by the principal amount of the aggregate outstanding guarantee commitment.

Fiscal Year Annual Principal Aggregate Principal
Ended Amount of Guarantes Coverage Claims

June 30 Loans Guaranteed Commitment Ratio Rate
1992 $114,122,320 $500,404,653 3.54% 387%
1993 131,206,838 556,234,650 3.74 397
1994 187,999,654 667,407,110 376 4.07
1995 251,724,866 847,996,181 333 428
1996 $258,667.310 £1,584,863,271 254 479

Ne Fledge of KHEAA's Funds and Assets. The funds and assets of KHEA A are not pledged to or available
for payment of the Bonds.

CONTINUING DISCLOSURE

General

In accordance with the requirements of Rule 15¢2-12 (the "Rule") promulgated by the Securities and
Exchange Commission (the "SEC"), the Corporation will enter into separate continuing disclosure undertakings (each
a "Continuing Disclosure Agreement”) with the Trustee for each of the Senior Series 1997-A Bonds and the
Subordinate Series 1997-B Bonds which shall constitute a written undertzking for the benefit of the respective owners
of such Bonds, solely to assist the Underwriter in complying with subsection (b) (5) of the Rule,

The Corporation will agree in each Continuing Disclosure Agreement to provide to the Trustee, which shall
provide within 5 Business Days after receipt thereof, to each nationally recognized municipal securities information
repository and any public or private repository or entity designated by the State as a state repository for purposes
of subsection (b) (5) of the Rule (each, a "Repository™), annual financial information and operating data (the "Annual
Financial Information™) relating to it and any Additional Obligated Persons (defined below) covering the matters
described under "Annual Financial Information” below. The Corporation will also agree to provide to each
Repository, in a timely manner, notice of any of the events ("Event Notice") if determined by the Corporation to be
material, as described under "Event Notices” below.

The Corporation has never failed to comply in all material respects with any previous undertakings with
regard to said Rule to provide Annual Financial Information or notices of material events. The on-going disclosure
obligations of the Corporation shall terminate upon the full payment, prior redemption or legal defeasance of the
Senior Series 1997-A Bonds or the Subordinate Series 1997-B Bonds, as applicable, or with respect to any Additional
Obligated Person, at the time that the party no longer meets the definition of Additional Obligated Person.
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The Corporation may appoint or engage a dissemination agent to assist in carrying out its obligations under
the Continuing Disclosure Agreements.

The Corporation may amend each Continuing Disclosure Agreement, and waive any provision thereof, by
written agreement of the parties, without the consent of the respective owners of the Senior Series 1997-A Bonds
or the Subordinate Series 1997-B Bonds, as applicable (except to the extent required under clause (4)(ii) below) if
all of the following conditions are satisfied: (1) such amendment is made in comnection with a change in
circumstances that arises from a change in legal (including regulatory) requirements, a change in law (including rules
or regulations) or in interpretations thereof, or a change in the identity, nature or status of the Corporation or any
Additional Obligated Person or the type of business conducted thereby; (2) the applicable Continuing Disclosure
Agreement as so amended would have complied with the requirements of the Rule as of the date of such Continuing
Disclosure Agreement, after taking into account any amendments or interpretations of the Rule, as well as any change
in circumstances; (3) the Corporation shall have delivered to the Trustee an opinion of nationally recognized bond
counsel or counsel expert in federal securities laws, addressed to the Corporation and the Trustee, to the same effect
as set forth in clause (2) above; (4) either (i) the Corporation shall have delivered to the Trustee an opinion of
nationally recognized bond counsel or counsel expert in federal securities laws, addressed to the Corporation and the
Trustee, to the effect that the amendment does not materially impair the interests of the holders of the Senior Series
1997-A Bonds or the Subordinate Series 1997-B Bonds, as applicable, or (ii) the holders of the Senior Series 1997-A
Bonds or the Subordinate Series 1997-B Bonds, as applicable, consent to the amendment to the applicable Continuing
Disclosure Agreement pursuant to the same procedures as are required for amendments to the Resolutions with
consent of holders of the Senior Series 1997-A Bonds or the Subordinate Series 1997-B Bonds, as applicable,
pursuant to the terms of the Resolutions as in effect on the date of such Continuing Disclosure Agreement; and (3)
the Corporation shall have delivered copies of such opinion and amendment to each Repository.

In the event of default by the Corporation of its obligations under any Continuing Disclosure Agreement
to provide continuing disclosure, the beneficial owners of the Senior Series 1997-A Bonds or the Subordinate Series
1997-B Bonds, as applicable, and the Trustee on behalf of such owners may take action to compel compliance,
provided that any enforcement action by any such person shall be limited to a right to obtain specific enforcement
of the Corporation’s obligations under the applicable Continuing Disclosure Agreement. No such default under either
Continuing Disclosure Agreement shall constitute an Event of Default under the Resolutions.

Annual Financial Information

The Corporation will provide Annual Financial Information for the Corporation and any Additional
Obligated Person within 270 days of the end of such party’s fiscal year (the "Reporting Date"), beginning with the

fiscal year in each case ending on or after January 1, 1997. Such Annual Financial Information shall consist of the
following information:

4] Annual audited financial statements for the Corporation and for any Additional Obligated Person
prepared in accordance with generally accepted accounting principles.

(ID) An update of the tabular information presented under the heading "THE CORPORATION" or the
heading "GUARANTY AGENCIES" in this Official Statement.

1

If the audited financial statements for the Corporation or the Additional Obligated Person, as the case may
be, are not available by the Reporting Date, unaudited financial statements of the Corporation or an Additional
Obligated Person, as the case may be, are to be provided as part of the applicable Annual Financial Information and
audited financial statements for the Corporation or an Additional Obligated Person, as the case may be, when and
if available, will be provided to the Trustee and each Repository. [f the fiscal year of the Corporation or an
Additional Obligated Person, as the case may be, changes, the Corporation or an Additional Obligated Person, as
the case may be, shall give notice of such change in the same manner and time as an Event Notice.
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Event Notice

In addition to the Annual Financial Information described above, the Corporation will also agree to provide
an Event Notice upon the happening of and with respect to any of the following events, if material, with respect to
the applicable Series of 1997 Bonds:

1) Principal and interest payment delinquencies;

2) Nonpayment related defaults;

(3) Unscheduled draws on the debt service reserves reflecting financial difficulties;

(4) Unscheduled draws on credit enhancements reflecting financial difficulties;

(5) Substitution of credit or liquidity providers, or their failure to perform;

(6) Adverse tax opinions or events adversely affecting the tax exempt stamus of the
Subordinate Series 1997-B Bonds.

(7 Modifications to rights of owners of the applicable Series of 1997 Bonds;

(8) Calls of the applicable Series of 1997 Bonds;

(9) Defeasances;

(10) Release, substitution or sale of assets securing repavment of the applicable Series of 1997
Bonds; and

(11}  Rating changes.

DEFINITIONS

"Additional Obligated Person” means, prior to receipt by the Trustee of a Negative Opinion or the issuance of a
written interpretation by the Staff of the Securities and Exchange Commission, any Guarantor that is guaranteeing
student loans having an agpregate principal amount of at least 20% of the aggregate principal amount of all Student
Loans.

"Negative Opinion" means an opinion with respect to a person or entity that is issued by a nationally recognized bond
counsel firm or counsel expert in federal securities laws, which counsel and opinion are in form and substance
acceptable to the Corporation, to the effect that such person or entity does not constitute an "obligated person” with
respect to the Senior Series 1997-A Bonds or the Subordinate Series 1997-B Bonds, as applicable, within the
meaning of the Rule. '

"Repository”

The following shall mean for the purposes of the continuing disclosure required under each Continuing
Disclosure Agreement:

Bloomberg Financial Reports . R.R. Donnelley Financial

Atm: Municipal Department Municipal Securities Disclosure Archive
P.O. Box 840 Attn: MSDA Information Officer

Princeton, NJ 08542-0840 559 Main Street

E-Mail Address: MUNIS@bloomberg.com Hudson, MA 01749

Internet Address: http:/fwww bloomberg.com E-Mail Address: sspotkill@RRDfin.com
Telephone: (609) 279-3200 Internet Address: http://www municipal.com
Fax: (609) 279-5962 Telephone: (800) 580-3670

Fax: (508) 562-1969
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Thomson Municipal Services
Attn: Municipal Disclosure
395 Hudson Street, 3rd Floor
New York, New York 10014
E-Mail Address: Disclosure(@muller.com
Telephone: (800) 689-8966
ax: (212) 989-2078

Kenny Information Systems, Inc.

Atn: Kenny Repository Service

&5 Broadway, 16th Floor

New York, New York 10006

Internet Address: http:/fwww bluelist.com
Telephone: (212) 770-4395

Fax: (212) 797-794

Disclosure Inc. Moody’s NRMSIR

Atm: Document Acquisitions, Municipal Public Finance Information Center
Securities 99 Church Street

5161 River Road New York, New York 10007

Bethesda, MD 20816 E-Mail Address: NRMSIR@moodys.com

Internet Address: http://'www.disclosure.com
Telephone: (301) 951-1450
Fax: (301) 718-2329

Telephone: (800) 339-6306
Fax: (212) 553-4720

TAX MATTERS

Federal Taxation Generally

Certain Federal Tax Information with respect to Senior Series 1997-A Bonds. In the opinion of Hawkins,
Delafield & Wood, Bond Counsel, under existing laws, regulations, judicial decisions and rulings, interest on the
Senior Series 1997-A Bonds is included in gross income for federal income tax purposes pursuant to the Internal
Revenue Code of 1986, as amended (the "Code”). The following is a discussion of certain United States federal
income and withholding tax matters under existing statutes applicable with respect to the Senior Series 1997-A

Bonds. It does not purport to deal with all aspects of federal taxation that may be relevant to particular bondowners
or beneficial owners.

Interest payments made with respect to Senior Series 1997-A Bonds held by a nonresident alien individual,
foreign corporation, or other non-United States person ("foreign person”) generally will not be subject to United
States withholding tax so long as the withholding agent receives a qualifying statement from the beneficial owner
of the Senior Series 1997-A Bonds or from an organization described in Section 871(b)(5)(B) of the Code that the
beneficial owner is a foreign person. If, however, a particular beneficial owner who is a foreign person is subject
to United States withholding tax, for example in the event such person fails to provide the required statement, then
interest payments made with respect to that person’s Senior Series 1997-A Bonds generally would be subject to
United States withholding tax at the rate of 30%. The 30% rate may be reduced or eliminated under a bilateral
income tax treaty between the United States and the couritry of the beneficial owner, where the withholding agent
has been provided the required certificate. United States withholding tax will not apply (although Untied States
federal income tax may be due with respect to the interest received) if the interest is effectively connected with the
fomlgn person’s conduct of a trade or business within the Umtcd States and the withholding agent has received the
required certificate.

The Code requires the payor of interest on the Senior Series 1997-A Bonds to provide information to the
Internal Revenue Service with respect to such payments. Such amounts will ordinarily not be subject to United
States withholding tax. However, withholding at a rate of 31% may be required by reason of the events specified
by Section 3406 of the Code and regulations promulgated thereunder, which include failure of the payee to furnish
the payee’s correct taxpayer identification number or issuance of notification by the Internal Revenue Service that
such amounts are subject to withholding because of under reporting of interest or dividend income by the payee.
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Prospective investors, particularly those who may be subject to special rules, are advised to consult their
own tax advisors regarding the federal tax consequences of owning and disposing of the Senior Senies 1997-A Bonds,
as well as any tax consequences arising under the laws of any state or other taxing jurisdiction.

Certain Federal Tax Information with respect to Subordinate Series 1997-B Bonds. On the date of delivery
of the Subordinate Series 1997-B Bonds, the Corporation and the Trustee will execute an agreement (the "Tax
Regulatory Agreement”) wherein the Corporation will covenant that it will comply with the provisions and
procedures set forth therein and that it will do and perform all acts and things necessary or desirable to assure that
interest paid on the Subordinate Series 1997-B Bonds will not be included in gross income under Section 103 of the
Code. Assuming the Corporation complies with the provisions and procedures set forth in the Tax Regulatory
Agreement, in the opinion of Hawkins, Delafield & Wood, Bond Counsel, interest on the Subordinate Series 1997-B
Bonds is not ncluded in gross income for federal income tax purposes pursuant to the Code, under existing statutes
and court decisions.

The Code establishes certain requirements that must be met subsequent to the issuance and delivery of the
Subordinate Series 1997-B Bonds in order that interest on the Subordinate Series 1997-B Bonds be and remain not
includable in gross income under Section 103 of the Code. These requirements include, but are not limited to,
requirements relating to the use, investment and expendimre of bond proceeds and the requirement that certain
eamings be rebated to the federal government. Noncompliance with such requirements may cause interest on such
obligations to become subject to federal income taxation retroactive to their date of issue, irrespective of the date
on which such compliance is ascertained. The Tax Regulatory Agreement will contain provisions and procedures
pursuant to which such requirements can be satisfied.

The Code imposes an alternative minimum tax ("AMT") with respect to individuals and corporations on
AMT income. The interest on the Subordinate Series 1997-B Bonds is a specific preference item for purposes
of the AMT for both corporations and individuals.

The Code also imposes a tax on excess net passive income of certain S Corporations that have subchapter C
earnings and profits. Passive investment income includes interest on tax-exempt obligations. In addition, such
interest is includable in the computation of the foreign branch profits tax that may be imposed on corporations.

The Code further provides that interest on the Subordinate Series 1997-B Bonds is includable in the
calculation of modified adjusted gross income in determining whether a portion of Social Security or railroad
retirement payments are to be included in taxable income of individuals. Moreover, the Code denies a deduction
for interest on indebtedness incurred or continued to purchase or carry tax-exempt obligations such as the Subordinate
Series 1997-B Bonds. For taxable years beginning after December 31, 1995, taxpayers who are otherwise eligible
for the eamed income credit may be denied such credit if they earn disqualified income, including interest on the
Subordinate Series 1997-B Bonds.

Bondholders should consult their tax advisors with respect to the calculation of AMT, foreign branch profits
tax liability, the taxation of net passive income of S Corporations, the deductibility of interest on obligations incurred
or continued to purchase or carry the Subordinate Series 1997-B Bonds, the eligibility of a taxpayer for the eamed
income credit or the inclusion of Social Security or other retirement payments in taxable income.

The following provisions of the Code should also be noted: (2) with respect to property and casualty
insurance companies for taxable years beginning after 1986, deductible underwriting losses would be reduced (in
certain cases below zero) by a percentage of the interest received on tax-exempt obligations acquired after August
7. 1986; and (b) subject to certain limited exceptions, no deduction would be allowed a financial institution for
taxable years ending after 1986 for that portion of the institution’s interest expense that is allocable to debt incurred
or continued to purchase or carry tax-exempt obligations acquired after August 7, 1986.
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Tax and budgetary lepislation affecting municipal bonds, such as the 1997 Bonds, is constantly being
considered by the United States Congress. There can be no assurance that legislation enacted or proposed after the
date of issuance of the 1997 Bonds will not have an adverse effect on the tax exempt status or market price of the
1997 Bonds.

State Taxation

Hawkins, Delafield & Wood, Bond Counsel, is also of the opinion that under existing statutes, Senior Series
1997-A Bonds and the Subordinate Series 1997-B Bonds, the income therson, and the transfer thereof, including any
profit made on the sale thereof, shall at all times be exempt from taxation or assessment of amy type by the
Commonwealth, its agencies and departments and by all political subdivisions within the State.

LEGALITY FOR INVESTMENT

Subject to any applicable federal requirements or limitations, the 1997 Bonds in the Commonwealth, are
securities in which all public officers and public bodies of the Commonwealth, political subdivisions thereof,
insurance companies, trust companies, banking associations, investment companies, executors, administrators, trustees,
and other fiduciaries may properly and legally invest funds, including capital, in their control or belonging to them.

ABSENCE OF MATERIAL LITIGATION

There is no controversy or litigation of any nature pending of threatened to restrain or enjoin issuance, sale,
execution or delivery of the 1997 Bonds, or in any way contesting or affecting the validity of the 1997 Bonds, any
proceedings of the Corporation taken with respect to the issuance of sale thereof; and as of the date hereof, there is
no litigation pending or threatened, which would materially adversely affect the pledge or application of any moneys
or security provided for the payment of the 1997 Bonds or the powers of the Corporation.

APPROVAL OF LEGALITY

Certain legal matters in connection with the 1997 Bonds are to be passed upon by Hawkins, Delafield &
Wood, New York, New York, Bond Counsel. Certain legal matters are to be passed upon for the Underwriter by
its counsel, Krieg DeVault Alexander & Capehart, Indianapolis, Indiana. The unqualified approving opinion of Bond
Counsel to the Corporation shall accompany each of the Senior Series 1997-A Bonds and the Subordinate Series
1997-B Bonds substantially in the respective form attached to this Official Statement as Appendix D,

UNDERWRITING
The 1997 Bonds are to be purchased by the Underwriter. The Underwriter is to purchase the Senior Series
1997-A Bonds at a purchase price of $89,995,907 and is to purcha.se the Subordinate Series 1997-B Bonds at a
purchase price of $44,326.343.
APPROVAL OF ISSUANCE OF THE 1997 BONDS

Issuance of the 1997 Bonds by the Corporation was approved by the Governor of the Commonwealth. The
Corporation expects the issuance of the 1997 Bonds to receive all necessary state approvals.

FINANCIAL STATEMENTS AND INFORMATION REGARDING THE CORPORATION
The Corporation’s financial statements for the fiscal year ended June 30, 1996 were andited by Coopers &
Lybrand, L.L P, as set forth in their report dated September 25, 1996. Such financial statements and auditor’s report

are included as Appendix D hereto. Such financial statements represent the most current audited financial
information available for the Corporation.
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Since the 1997 Bonds are special and limited obligations of the Corporation, payable solely from the Trust
Estate pledged under the Resolution, the overall financial status of the Corporation does not indicate and does not
necessarily affect whether such revenues and other amounts will be available under the Resolution to pay the
principal of and interest on the 1997 Bonds. The Corporation is not obligated to pay any amounts in respect of
principal and/or interest on the 1997 Bonds from any moneys legally available to the Corporation for its general
purposes other than those expressly pledged.

MISCELLANEOUS

The information set forth in this Official Statement relating to the Corporation and KHEAA was obtained
from the records of the Corporation and the Authority and from other sources considered reliable.

All quotations from, and summaries and explanations of, the Higher Education Act, the Act, the State
Guarantee Act and the Resolutions contained herein do not purport to be complete and reference is made to such laws
and documents for full and complete statements of their provisions. The Appendices attached hereto are part of this
Official Statement. Copies of the Act and the Resolutions may be obtained upon written request directed to the
Corporation, P.O. Box 24266, Louisville, Kentucky 40224-0266.

Any statements in this Official Statement involving matters of opinion, whether or not exi:rressly 50 stated,
are intended as such and not as representations of fact.

This Official Statement is not to be construed as a contract or agreement between the Corporation and the
purchasers or owners of any Bonds.

KENTUCKY HIGHER EDUCATION
STUDENT LOAN CORPORATION

By:_/s/Paul P. Borden
Paul P, Borden,
Executive Director and
Chief Executive Officer

May 9, 1997
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APPENDIX A

SUMMARY OF CERTAIN PROVISIONS OF
THE FEDERAL FAMILY EDUCATION LOAN PROGRAM

The Higher Education Act provides for a program (the "Federal Family Education Loan Program”, the
"FFEL Program,” or the "Program") of loans to students and parents of dependent students, which loans are:
(i) guaranteed by a state agency or private non-profit corporation and reinsured by the federal government; or
(ii) directly insured by the federal government. Several types of Federal Family Education Loans are currently
authorized under the Program: (i) fully subsidized loans to students who demonstrate need on the basis of certain
tests, presently known as Federal Stafford Loans ("Subsidized Stafford Loans™); (ii) generally similar loans, with
respect to the full amount borrowed to students who do not pass such need tests, known as Federal Unsubsidized
Stafford Loans ("Unsubsidized Stafford Loans" and, collectively with Subsidized Stafford Loans, "Stafford Loans");
(iif) loans to parents of smdents who are dependents and whose need exceeds the available Stafford Loans, presently
known as Federal PLUS Loans ("PLUS Loans™); and (iv) loans to consolidate the borrower’s obligations under
various federally authorized student loan programs into a single loan, presently known as Federal Consolidation
Loans ("Consolidation Loans™). Prior to July 1, 1994, the Program also included a separate type of loan to graduate
and professional students and, under certain circumstances, dependent undergraduate students, to supplement their
Stafford Loans ("Supplemental Loans to Students” or "SLS Loans”™). The principal federal benefits which the Federal
Family Education Loan Program provides to holders of loans originated thereunder are: (i) federal insurance by the
federal Department of Education (the "Department”) or federal reinsurance by the Department of guarantees provided
by guaranty agencies; (ii) federal interest subsidv payments to holders of certain loans in lieu of borrower payments
during certain periods defined by borrower status ("Interest Subsidy Payments"); and (iii) federal special allowance
payments to holders of certain loans during certain periods defined by interest rate levels ("Special Allowance
Payments"). See "Federal Budgetary Constraints” below.

This summary of the Federal Family Education Loan Program as established by the Higher Education Act
does not purport to be comprehensive or definitive and is qualified in its entirety by reference to the Higher
Education Act and the regulations thereunder.

Legislative and Administrative Matters

Both the Higher Education Act and the regulations promulgated thereunder have been the subject of
extensive amendments in recent years and there can be no assurance that further amendment will not materially
change the provisions described herein or the effect thereof. Recent legislation substantially affecting the Program
includes: the Balanced Budget and Deficit Reduction Act of 1985 (the "1985 Budget Act"); the Higher Education
Amendments of 1986 (the "1986 Amendments"); the Omnibus Budget Reconciliation Act of 1990 (the "1990 Budget
Act"); the Higher Education Amendments of 1992 (the "1992 Amendments"); the Smudent Loan Reform Act of 1993
(the "1993 Amendments”); and the Higher Education Technical Amendments Act of 1993 (the "1993 Technical
Amendments™).

Disbursement of Federal Family Education Loans pursuant to the Program is currently authorized to
September 30, 1998 (or, in the case of borrowers who have received loans prior to that date, to September 30, 2002,
except that autherity to make Consolidation Loans under the Program expires on September 30, 1998).

Eligible Borrowers and Institutions

Loans under the Federal Family Education Loan Program may only be made to Qualified Students and
parents of dependent Qualified Stt:u:lems or to consolidate obligations under various federally authorized student loan
programs. A "Qualified Student” is generally defined as a United States citizen or national or otherwise eligible
individual under federal regulations who: (i) has been accepted for enrollment or is enrolled and is maintaining
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satisfactory progress at an eligible institution: (ii) is carrying at least one-half of the normal full-time academic
workload for the course of study the student is pursuing, as determined by such institution; (iii) has agreed to notify
promptly the holder of the Program loan of any address change or certain changes in status; and (iv) meets the
application "need” requirements, if applicable, for the particular loan program. Each loan is to be evidenced by an
unsecured promissory note.

Eligible institutions include institutions of higher education and proprietary institutions of higher education.
Eligible institutions of higher education must meet certain standards, which generally provide that the institution:
(i) only admits persons who have a high school diploma or its equivalent; (ii) is legally authorized to operate within
the State; (iii) provides not less than a two-year program with credit acceptable toward a bachelor’s degres; (iv) is
a public or non-profit institution; and (v) is accredited by a nationaily recognized accrediting agency or is determined
by the Secretary of the Department (the "Secretary™) to meet the standards of an accredited institution. Eligible
proprietary institutions of higher education include business, trade and vocational schools meeting standards which
provide that the institution: (i) only admits persons that have a high school diploma or its equivalent, or persons who
are beyond the age of compulsory school attendance and have the ability to benefit from the training offered (as
defined by statute and regulation); (ii) is authorized by the State to provide a program of vocational education
designed to fit individuals for useful employment in recognized occupations; (iii) has been in existence for at least
two years; and (iv) is accredited by a nationally recognized accrediting agency or is specially accredited by the
Secretary. With certain exceptions, an institution with a cohort default rate that is higher over a period of time than
the specified thresholds in the Higher Education Act is not an eligible institution. An institution’s cohort default rate
is generally based on the percentage of its current and former students who default on their Stafford Loans or SLS
Loans within a specified period of time after entering repayment. The general threshold for such disqualification

was established by the 1990 Budget Act at 35%, or 30% of SLS Loans, and was reduced by the 1992 Amendments
to 25%.

With specified exceptions, institutions are excluded from consideration as eligible institutions if the
institution: (i) offers more than 50% of its courses by correspondence; (ii) enrolls 50% or more of its students in
correspondence courses; (iii) has a student enrollment in which more than 25% of the students are incarcerated; or
(iv) has a student enrollment in which more than 50% of the students are admitted without a high school diploma
or its equivalent on the basis of their ability to benefit from the education provided (as defined by statute and
regulation). Further, institations are specifically excluded from participation if: (i) the institution has filed for
bankruptcy; or (ii) the owner, or its chief executive officer, has been convicted or pled nolo contendere or guilty to
a crime involving the acquisition, use or expenditure of federal student aid funds, or has been judicially determined
10 have committed fraud involving funds under the student aid program. In order to participate in the program, the
eligibility of an institution must be approved by the Department under standards established by regulation.

Financial Need Analysis

" Loans may generally be made in amounts, subject to certain limits and conditions, to cover the student’s
estimated costs of atendance, including tuition and fees, books, supplies, room and board, transportation and
miscellaneous personal expenses (as determined by the institution). Each Stafford Loan borrower must undergo a
need analysis, which requires the borrower to submit a need analysis form to a2 multiple data entry processor, which
forwards the information to the federal central processor. The central processor evaluates the parents’ and student’s
financial condition under federal guidelines and calculates the amount that the student and/or the family must
contribute towards the student’s cost of education (the "Family Contribution™). After receiving information on the
family contribution, the instinttion then subtracts the Family Contribution from its costs of attendance to determine
the student’s eligibility for grants, loans, and work assistance. The difference between the amount of grants and
Subsidized Stafford Loans for which the borrower is eligible and the student’s estimated costs of attendance (the
"Unmet Need”) may be borrowed through Unsubsidized Stafford Loans, subject to certain loan limits. Parents may
finance the Family Contribution amount through their own resources or through PLUS Loans. Provisions addressing
the implementation of need analysis and the relationship between unmet need for financing and the availability of
Subsidized Stafford Loan funding have been the subject of frequent and extensive amendments in recent years. There
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can be no assurance that further amendment to such provisions will not materially affect the availability of Subsidized
Stafford Loan funding to bormowers or the availability of Subsidized Stafford Loans for secondary market acquisition.

Stafford Loans Generally

Interest. Stafford Loans bear interest at a rate not in excess of 7% per ammum if made to a borrower to
cover costs of instruction for any period beginning prior to January 1, 1981, or if a subsequent Stafford Loan is made
to such a borrower. Stafford Loans made to new borrowers for periods of instruction on or after January 1, 1981,
and before September 13, 1983, and subsequent Stafford Loans to such borrowers, bear interest at a rate of 9% per
annum. Stafford Loans made to new borrowers for periods of enrollment beginning on or after September 13, 1983,
and subsequent Stafford Loans to such borrowers, bear interest at a rate of 8% per annum. Stafford Loans made
to new borrowers for periods of enrollment beginning on or after July 1, 1988 (but prior to October 1, 1992)
pursuant to Section 427A of the Higher Education Act ("427A Loans") bear interest at rates of 8% per annum from
disbursement through four years after repayment commences and 10% per annum thereafter, subject to a provision
requiring annual discharge of principal to the extent that quarterly interest calculated at the 10% per annum rate
exceeds the amount that would result from application of the average bond equivalent rate of 91-Day Treasury bills
(the "21-Day T-Bill Rate™) auctioned for such quarter, plus 3.25% ("Excess Interest”). No principal is discharged
if the borrower is delinquent for more than 30 days on a loan payment at the end of the calendar year. For new
427A Loans made to all existing borrowers after July 23, 1992, and for 427A Loans made to all new borrowers after
July 23, 1992, but prior to October 1, 1992, the provision that requires annual discharge of principal is effective
muned:mlymstaﬂdufaﬂﬁfuwymﬂlemewnh which the quarterly calculation of interest is compared is the
91-Day T-Bill Rate plus 3.10% and any excess with respect to a loan for a period during which the Secretary is
making Interest Subsidy Payments must be credited to the Secretary. Stafford Loans first disbursed to new borrowers
on or after October 1, 1992, and subsequent Stafford Loans to such borrowers, bear interest at a variable rate, equal
to the bond equivalent rate of 91-Day Treasury bills auctioned at the final auction held prior to June 1 of each year,
plus 3.10%, subject to a maximum rate of 9% per annum.

Notwithstanding the foregoing, holders are required under the 1993 Technical Amendments to convert all
427A Loans eligible for excess interest rebate to a variable rate equal to the 91-Day T-Bill Rate plus 3.25% or, in
the case of a loan made to a borrower with outstanding Program Loans after October 1, 1993, the 91-day T-Bill Rate
plus 3.1%, such conversion to take place before January 1, 1995. The converted loans will not thereafter be subject
to the annual discharge requirements.

The interest rate on Stafford Loans first disbursed on or after July 1, 1994, for periods of enrollment
beginning after or including that date, will be the 91-Day T-Bill Rate plus 3.1%, not to exceed 8.25%. The interest
rate on Stafford Loans first disbursed on or after July 1, 1995, for periods of enrollment beginning after or including
that date, prior to repayment and during any grace period or deferment period will be the 91-Day T-Bill Rate plus
2.5%, not to exceed 8.25%. The interest rate on Stafford Loans first disbursed on or after July 1, 1998, for periods
of enrollment beginning after or including that date, will be the bond equivalent rate of the security with a
comparable maturity as established by the Secretary plus 1.0%, not to excesd 8.25%.

Loan Limits. The Higher Education Act requires that loans made to cover enrollment periods longer than
six months be disbursed in at least two separate disbursements. From January 1, 1987, through September 30, 1993,
undergraduates were able to borrow up to 52,625 annually through the completion of the second vear of instruction
and, prior to July 1, 1993, 54,000 anmually through the remainder of underpraduate study pursuant to Stafford Loans.
Stafford Loans for which the first disbursement was made prior to July 1, 1993 are subject to an aggregate limit of
$17.250 for undergraduate study, while graduate or professional students, who may borrow up to $7,500 annually,
are subject to an aggregate limit of $54,750, inclusive of loans for undergraduate study. The annual loan limit for
undergraduate loans first disbursed on or after July 1, 1993 is dependent on the class year of the borrower and the
length of the academic year, and ranges from a minimum of $2,625 for first year undergraduate borrowers to a
maximum annual limit of $5,500 for undergraduate borrowers. The annual loan limit for graduate and professional
loans for periods of enrollment beginning on or after October 1, 1993 is $8.500. Loans for which the first
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dishursement is made on or after July 1, 1993, are subject to an aggregate limit of $23,000 for undergraduate students
and an aggregate limit of $65,500 for graduate or professional students, excluding PLUS Loans and SLS Loans.
Notwithstanding the foregoing limits, however, additional Unsubsidized Stafford Loans are currently available to
independent, and to certain dependent, undergraduate students, in annual amounts up to $5,000, and to graduate and
professional students, in annual amounts up to 510,000, subject to overall limits on any borrower’s aggregate
outstanding Stafford Loans, Unsubsidized Stafford Loans, analogous loans made under the Federal Direct Student
Loan Program and SLS Loans of $46,000, for undergraduate students, and of $138,500, for graduate or professional
students. The Secretary has discretion to raise these limits to accommodate highly specialized or exceptionally
expensive courses of study.

Repayment. Generally, repayment of principal on a Stafford Loan does not commence while a student
remains a Qualified Student, but begins upon expiration of the applicable Grace Period, as described below. Such
Grace Periods may be waived by borrowers. In general, each loan must be scheduled for repayment over a period
of not more than ten years after the commencement of repayment. The Higher Education Act currently requires
minimum annual payments of $600, including principal and interest, unless the borrower and the lender agree to
lesser payments. The Higher Education Act currently authorizes the Secretary to promulgate regulations, effective
July 1, 1993, that require lenders to offer graduated or income-sensitive repayment schedules to all borrowers.

Grace Periods, Deferment Periods, Forbearance Periods. Repayment of principal on a Stafford Loan must
generally commence following a period of (a) not less than 9 months or more than 12 months (with respect to loans
for which the applicable interest rate is 7% per annum), and (b) not more than 6 months (with respect to loans for
which the applicable imterest rate is 9% per annum or 8% per annum and for loans to first time borrowers on or after
July 1, 1988), after the borrower ceases to pursue at least a half-time course of study (each a "Grace Period").
However, during certain other periods and subject to certain conditions, no principal repayments need be made,
including periods when the student has retumed to an eligible educational institution or is pursuing studies pursuant
10 an approved graduate fellowship program, or when the student is 2 member of the Armed Forces or a volunteer
under the Peace Corps Act or the Domestic Volunteer Service Act of 1973, or when the borrower is temporarily
totally disabled, or during which the borrower is unable to secure employment by reason of the care required by a
dependent who is so disabled, or when the borrower is on parental leave to care for a newbomn child or
newly-adopted child, or is the mother of a pre-school child and is trying to re-enter the work force. Other Deferment
Periods include periods of unemployment, economic hardship and qualified internships (each a "Deferment Period™).
For new borrowers to whom loans are first disbursed on or after July 1, 1993, payment of principal may be deferred
only while the borrower: (i) is at least a half-time student or is in an approved graduate fellowship program or is
enrolled in a rehabilitation program; or (ii) subject in each instance to a maximum deferment of three vears, when
the borrower is seeking but unable to find full-time employment or when the lender determines, in accordance with
regulations promulgated by the Secretary, that payment of principal will cause the borrower economic hardship. The
lender must zlso allow periods of forbearance upon written request, renewable at twelve-month intervals, on terms
agreed to in writing by parties to the loan: (i) during the borrower’s participation in certain medical or dental
internships or residency programs or in a national service position for which the borrower has received a national
service award pursuant to the National and Community Service Trust Act of 1993; and (ii) during periods not in
excess of three years in which the borrower's student loan debt burden equals or exceeds 20% of gross income (each,
a "Forbearance Period™).

Interest Subsidy Payments on Subsidized Stafford Loans

The Secretary is responsible for making Interest Subsidy Payments to holders of Subsidized Stafford Loans
while the borrower is a Qualified Student, during certain Grace Periods or during any Deferment Period. The
Secretary makes quarterly Interest Subsidy Paymemts in the amount of interest accruing on the unpaid balance thereof
prior to the commencement of repayment or during any Deferment Period. The Higher Education Act provides that
the owner of an eligible Subsidized Stafford Loan shall be deemed to have a contractual right against the United
States to receive Interest Subsidy Payments in accordance with its provisions. Receipt of Interest Subsidy Payments
is conditioned on the eligibility of the loan for insurance or reinsurance benefits. Such eligibility may be lost, if the
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requiremnents of the federal govemment and the guaranty agency relating to the servicing and collection of the loans
are not met.

Unsubsidized Stafford Loans

The 1992 Amendments created the Unsubsidized Stafford Loan program designed for students who do not
qualify for Subsidized Stafford Loans due to parental and/or student income and assets in excess of permitted
amounts, or who nesd additional loans to supplement their Subsidized Stafford Loans. In other respects, the general
requirements for Unsubsidized Stafford Loans are essentially the same as those for Subsidized Stafford Loans. The
interest rate and the Special Allowance Payment provisions of the Unsubsidized Stafford Loans are the same as those
of the Subsidized Stafford Loans. Annual loan limits applicable to Unsubsidized Stafford Loans were the same as
those applicable to Subsidized Stafford Loans prior to the merger of the Unsubsidized Stafford Loan and SLS Loan
programs described below. However, the terms of the Unsubsidized Stafford Loans differ materially from Subsidized
Stafford Loans in that the federal government will not make Interest Subsidy Payments and the loan limitations are
determined without respect to the expected family contribution. The borrower is required to pay interest from the
time such loan is disbursed or capitalize the interest until repayment begins. The authority for offering Unsubsidized
Stafford Loans is effective for periods of enrollment beginning on or after October 1, 1992,

The amount of periodic payments and the repayment schedule for an Unsubsidized Stafford Loan are
established by assuming an interest rate equal to the applicable rate of interest at the time the repayment of the loan
principal commences. At the option of the lender, the note or other written evidence of the loan may require that
the amount of the periodic payment be adjusted annually or the period of repayment of principal be lengthened or
shortened in order to reflect adjustments in interest rates. Additionally, the 10-year repayment period for such loans
commences when the first payment of principal is due from the borrower.

Merger of Programs. Commencing July 1, 1994, the SLS Loan program has been replaced by the
Unsubsidized Stafford Loan program with annual loan limits in the merged program equal to the combined limits
of the two programs prior to the merger.

PLUS and SLS Loan Programs

The Higher Education Act authorizes PLUS Loans to be made to parents of eligible dependent students and
SLS Loans to be made to certain categories of students. After July 1, 1993, only parents who do not have an adverse
credit history are eligible for PLUS Loans. The basic provisions applicable to PLUS and SLS Loans are similar to
those of Stafford Loans with respect to the federal insurance and reinsurance on the loans. However, PLUS Loans
and SLS Loans differ from Subsidized Stafford Loans, particularly because borrowers need not demonstrate Unmet
Need to qualify for PLUS or SLS Loans and because Interest Subsidy Payments are not available and Special
Allowance Payments are more restricted under the PLUS and SLS Programs.

Loan Limits. SLS Loan limits for loans disbursed on or after July 1, 1993 will depend upon the class year
of the student and the length of the academic year. The annual loan limit for SLS Loans first disbursed on or after
July 1, 1993 will range from $4,000 for first and second year undergraduate borrowers to $10,000 for graduate
borrowers, with a maximum aggregate amount of $23,000 for undergraduate borrowers, and $73,000 for graduate
and professional borrowers. The only limit on the annual and aggregate amounts of PLUS Loans first disbursed on
or after July 1, 1993 is the cost of the student’s education less other financial aid received, including scholarship,
grants and other student loans. PLUS Loans and SLS Loans disbursed prior to July 1, 1993 were limited to $4,000
per academic year with a maximum aggregate amount of $20,000. The applicable loan limits with respect to PLUS
Loans and SLS Loans disbursed prior to October 17, 1986 were $3,000 annually and $15,000 in aggregate.

Interest. Interest rates on PLUS Loans and SLS Loans depend upon the date of issuance of the loan and

the period of enrollment. For PLUS Loans issued on or after October 1, 1981, but for periods of educational
enrollment beginning prior to July 1, 1987, the applicable rate of interest is either 12% or 14% per annum. A
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variable interest rate applies to PLUS Loans and SLS Loans made and disbursed on or afier July 1, 1987, or made
to refinance fixed-rate PLUS Loans. The variable interest rate for PLUS Loans and SLS Loans made and disbursed
on or after July 1, 1987, but prior to October 1, 1992, is reset each July 1 and is effective through June 30 of the
following year, at the bond equivalent rate of 52-week Treasury bills auctioned at the final auction held prior to the
June 1 preceding the applicable 12-month period, plus 3.25%, with 2 maximum rate of 12% per annum. The variable
interest rate for PLUS Loans and SLS Loans first disbursed on or after October 1, 1992 is based on the same bond
equivalent rate of 52-week Treasury bills as PLUS Loans and SLS Loans disbursed prior to October 1, 1992, except
that 3.10 % is added to the bond equivalent rate of 52-week Treasury bills auctioned prior to the applicable period,
with a maximum rate of 11% per annum for SLS Loans, and a maximum rate of 10% per annum for PLUS Loans.
The maximum rate applicable to PLUS Loans disbursed on or after July 1, 1994 is 9% per annum. PLUS Loans
made on or after July 1, 1998 shall have an interest rate equal to the bond equivalent rate of the security with a
comparable maturity as established by the Secretary plus 2.1%, not to exceed 9%. Special Allowance Payments are
available on variable rate PLUS Loans and SLS Loans only if, at the time of computation, the rate determined by
the formula above would exceed the applicable allowed maximum described above,

Repaymeni, Defermergs. SLS borrowers have the option to defer commencement of repayment of principal
until the commencement of repayment of Subsidized Stafford Loans. Otherwise, repayment of principal of PLUS
Loans and SLS Loans is required to commence no later than 60 days after the date of disbursement of such loan,
subject to certain deferral provisions. The deferral provisions that apply to PLUS Loans are more limited than those
that apply to Subsidized Stafford Loans. Repayment of principal, however, may be deferred only during certain
periods of educational enrollments specified under the Higher Education Act. Further, whereas Interest Subsidy
Payments are not available for such deferments, interest may be capitalized during such periods upon agreement of
the lender and borrower. Maximum loan repayment periods and minimum payment amounts are the same as for
Stafford Loans.

A borrower may refinance all outstanding PLUS Loans or SLS Loans under a single repayment schedule
for principal and interest, with the new repayment period calculated from the date of repayment of the most recent
included loan. The interest rate of such refinanced loan shall be the weighted average of the rates of all loans being
refinanced. A second type of refinancing enables an eligible lender to reissue a PLUS Loan or SLS Loan that was
initially originated at a fixed rate prior to July 1, 1987 in order to permit the borrower to obtain the variable interest
rate available on PLUS Loans or SLS Loans on and after July 1, 1987. If a lender is unwilling to refinance the
original PLUS Loan or SLS Loan, the borrower may obtain a loan from another lender for the purpose of
discharging the loan and obtaining a variable interest rate,

Merger of Programs. Commencing July 1, 1994, the SLS Loan program has been replaced by the
Unsubsidized Stafford Loan program with annual loan limits in the merged program equal to the combined limits
of the two programs prior to the merger.

The Consolidation Loan Program

The Higher Education Act authorizes a program under which certain borrowers may consolidate their various
student loans into a single loan insured and reinsured on a basis similar to Stafford Loans. Consolidation Loans may
be made in an amount sufficient to pay outstanding principal, unpaid interest and late charges on all federally insured
or reinsured student loans incurred under the Federal Family Education Loan Program selected by the borrower, as
well as loans made pursuant to various other student loan programs and which may have been made by different
lenders. Under this program, a lender may make a Consolidation Loan to an eligible borrower at the request of the
borrower if the lender holds an outstanding loan of the borrower or the borrower certifies that he has been unable
to obtain a Consolidation Loan from the holders of the outstanding loans made to the borrower.

These loans, for applications received on or after January 1, 1993, are available only to borrowers who have

aggregate outstanding student loan balances of at least £7,500; and for applications received before January 1, 1993,
are available only to borrowers who have aggregate outstanding student loan balances of at least $5,000. The
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borrowers must be either in repayment status or in a Grace Period preceding repayment, and for applications received
prior to January 1, 1993, the borrower must not be delinquent by more than 90 days on any student loan payment;
for applications received on or after January 1, 1993, delinquent or defaulted borrowers are eligible to obtain
Consolidation Loans if they have made arrangements to repay the defaulted loan which are satisfactory to the holder.
For applications received on or after January 1, 1993, borrowers may within 180 days add additional loans for
consolidation. For applications received on or after January 1, 1993, married couples who agree to be jointly and
severally lizble will be treated as one borrower for purposes of loan consolidation eligibility. The $7,500 threshold
does not apply to loans consolidated on or after July 1, 1994,

Consolidation Loans bear an interest rate equal to the weighted average of the interest rates on the loans
consolidated, rounded upward to the nearest whole percentage; for loans consolidated prior to July 1, 1994 such rate
will not be less than nine percent per annum. The repayment schedules for such Consolidation Loans will not
exceed: 12 years for loans greater than or equal to $7,500, but less than $10,000; 15 years for loans greater than or
equal to $10,000, but less than $20,000; 20 years for loans greater than or equal to $20,000, but less than $40,000;
25 years for loans greater than or equal to $40,000, but less than $60.000; and not more than 30 years for loans equal
to or in excess of $60,000. Effective July 1, 1994, Consolidation Loans for less than $7,500 will have a repayment
schedule of not more than 10 years. The Secretary makes Interest Subsidy Payments on Consolidation Loans for
which applications were received on or after January 1, 1993 and before August 10, 1993, Effective for
Consolidation Loan applications received by lenders on or after August 10, 1993, the Secretary will no longer make
Interest Subsidy Payments on Consolidation Loans other than those loans which consolidate only Subsidized Stafford
Loans. Interest on Consolidation Loans accrues and, for applications received prior to January 1, 1993, is to be paid
by the borrower. For applications received on or after January 1, 1993, the borrower is eligible for certain
deferments of principal and interest payments for periods similar to those for Subsidized Stafford Loans, and, subject
to the foregoing, Interest Subsidy Payments are made to the eligible holder during such periods. Borrowers may
elect to accelerate principal payments without penalty. Further, no insurance premium may be charged to a borrower
and no insurance premium may be charged to a lender in connection with a Consolidation Loan. However, a fee
may be charged to the lender by the guaranty agency to cover the costs of increased or extended liability with respect
to a Consolidation Loan. Holders of Consolidation Loans which were first disbursed on or after October 1, 1993
are required to make monthly rebate payments to the Secretary calculated on an annual basis equal to 1.05 percent
of the principal plus accrued interest on such loans.

Repayment of Consolidation Loans begins 60 days after discharge of all prior loans that are consolidated.
Repayment schedule options must include, for applications received on or after January 1, 1993, the establishment
of graduated and income sensitive repayment plans, subject to certain limits applicable to the sum of the
Consolidation Loan and the amount of the borrower’s other eligible student loans outstanding. The lender may, at
its option, include such graduated and income sensitive repayment plans for applications received prior to that date.
All eligible loans of a borrower selected for consolidation are discharged in the consolidation process and a new loan
is issued.

Special Allowance Payments

The Higher Education Act provides for Special Allowance Payments to be made by the Secretary to eligible
lenders holding Federal Family Education Loans. The rates for Special Allowance Payments are based on formulas
that differ according to the type of loan (Stafford Loan, PLUS Loan, SLS Loan or Consolidation Loan), the date the
loan was originally made or insured and the type of funding used by the holder to finance such loan (tax-exempt
or taxable). )

Generally, the sum of the stated interest on the loan and the applicable Special Allowance Payment for a
quarter will be between 3.1 and 3.5 percentage points above the average 91-Day T-Bill Rate for that quarter. The
Special Allowance Payment will be calculated based on the quarterly average 91-Day T-Bill Rate plus 3.1% for loans
made on or after October 1, 1992, except that, under the 1993 Amendment, Stafford Loans made on or after July,
1, 1995 will qualify for Special Allowance Payments based on the 91-Day T-Bill Rate plus 2.5% while the borrower
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i1s in-school, grace or deferment status. No Special Allowance Payments are made with respect to PLUS Loans and
SLS Loans until the rate on the PLUS Loan or SLS Loan exceeds a cerain rate per annum according to the type
of loan and based on when the loan was first disbursed. In order to be eligible for Special Allowance Payments the
rate on PLUS Loans first disbursed on or after October 1, 1992 must exceed 10% and for SLS Loans first disbursed
on or after October 1, 1992 the rate must exceed 11%. The Special Allowance Payment rates applicable to
Consolidation Loans are determined in the same manner as are those applicable to Subsidized Stafford Loans. The
rate of Special Allowance Payments is subject to reduction by the amount of certain origination fees charged to
borrowers and may be reduced as a result of certain federal budget deficit reduction measures. Notwithstanding the
foregoing, Special Allowance Payments applicable 1o certain loans made or purchased with funds obtained from the
issuance of tax-exempt obligations which were originzlly issued prior to October 1, 1993, are reduced by one-half,
subject to certain minimums provided in the Higher Education Act. These minimum Special Allowance Payment
rates effectively insure an overall minimum return of 9.5% on such loans. The Secretary is required, however, to
reduce the total amount of Interest Subsidy Payments and Special Allowance Payments with respect to any loan for
which the first disbursement was made on or after October 1, 1993 by an amount equivalent to .50 percent of the
principal amoumt of such loan.

The Higher Education Act provides that a holder of a qualifying loan who is entitled to receive Special
Allowance Payments has a contractual right against the United States, during the life of the loan, to receive those
Special Allowance Payments. Receipt of Special Allowance Payments, however, is conditioned on the eligibility
of the loan for federal insurance or reinsurance benefits. Such eligibility may be lost due to violations of the federal
or guaranty agency regulations specifying servicing and collection of the loan in the event of delinquency. In order
to be eligible for the receipt of Special Allowance Payments in respect of Program Loans that have been financed
by the holder through application of funds obtained through the issuance of tax-exempt obligations, the holder of

such loans must receive approval by the Governor of the holder’s State of a plan for doing business which complies
with statutory requirements.

Federal Insurance and Reinsurance and Reimbursement of Guaranty Agencies

A loan made under the Federal Family Education Loan Program is considered to be in defaunlt for purposes
of the Higher Education Act when the borrower fails to make an installment payment when due, or to comply with
other terms of the loan, and if the failure persists for 180 days beyond the payment due date in the case of a loan

repayable in monthly installments or for 240 days beyond the payment due date in the case of a loan repayable in
less frequent installments.

If the loan in default is covered by federal loan insurance in accordance with the provisions of the Higher
Education Act, the Secretary is to pay the insurance beneficiary the amount of the loss sustained thereby, upon notice
and determination of such amount, within 45 days of such notification, subject to reduction as described below.

If the loan is guaranteed by a guaranty agency, the eligible lender is reimbursed by the guaranty agency
pursuant to agreements for gpuarantee. Such agreements typically provide for reimbursement of the unpaid principal
balance of the loan plus accrued unpaid interest on any loan defaulted so long as the eligible lender has properly
serviced such loan. Pursuant to most agreements for guarantes between a guaranty agency and the originator of the
loan, any eligible holder of a loan insured by such guaranty agency is entitled, subject to the preceding sentence, to
reimbursement from such guaranty agency for 100% of any proven loss incurred by the holder of the loan resulting
from default, death, permanent and total disability or bankruptcy of the student borrower prior to October 1, 1993,
and for 98% of any proven loss incurred with respect to defaulted claims (and 100% of any proven loss incurred
with respect to claims relative to certain lender-of-last-resort-loans or claims resulting from bankruptcy, death,
disabiliry, false certification or school closure), thereafter.

A holder of a loan is required to exercise due care and diligence in the servicing of the loan and to utilize

practices that are at least as extensive and forceful as those utilized by financial instinitions in the collection of other
consumer loans. If a guaranty agency has probable cause to believe that the holder has made misrepresentations or
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failed to comply with the terms of its agreement for guarantee, the guaranty agency may take reasonable action
including withholding of payvments or requiring reimbursement of funds. The guaranty agency may also terminate
the agreement for cause upon notice and hearing. Holders are required to request preclaims assistance from the
guaranty agency in order to attempt to cure the delinquency. When a loan becomes 151 days past due, the holder
is required to make a final demand for payment of the loan by the borrower. Holders may submit claims to the
guaranty agency with respect to loans which become 180 days past due. At the time of payment of insurance

benefits, the holder must assign to the guaranty agency all rights accruing to the holder under the note evidencing
the loan.

Under the Higher Education Act, the Secretary enters into a guaranty agreement and an annually renewable
supplemental guaranty agreement with each guaranty agency which provides for federal reinsurance for amounts paid
to eligible lenders by the guaranty agency with respect to defaulted loans. Pursuant to such agreements, the Secretary
is to reimburse a guaranty agency for a percentage of default losses and for 100% of the amounts expended in
connection with a claim with respect to loans made under a qualifying lender-of-last-resort program or a claim
resulting from the death, discharge in bankruptey, or total and permanent disability of a borrower, the death of 2
student after July 22, 1992 whose parent is the borrower of a PLUS Loan, or claims by borrowers whe received
loans on or after January 1, 1986 and who are unable to complete the programs in which they are enrolled due to
school closure or whose borrowing eligibility was falsely certified by the eligible institution. Such claims are not
included in calculating a guaranty agency’s claims rate experience for purposes of reducing federal reinsurance
payments received by guaranty agencies as described in the following paragraphs. The Secretary is also required
to repay the unpaid balance of any loan if collection is stayed under the United States Bankruptcy Code and is
authorized to acquire the loans of bomrowers who are at high risk of default and who request an alternative repayment
option from the Secretary,

Guaranty agencies are required to satisfy due diligence requirements prescribed by regulations with respect
to defaulted loans. The Secretary may require repayment of reinsurance payments, and may require other remedial
action, including the withholding of payments, imposition of fines and suspension or termination of agreements, in
response to a guaranty agency’s failure to comply with applicable regulations.

Under the Higher Education Act, reimbursement by the Secretary of a guaranty agency for any amounts paid
to safisfy claims with respect to loans which are not made under a qualified lender-of-last-resort program and which
do not result from death, bankmuptcy, disability, school closure or false certification is subject to reduction as
described in the following paragraphs.

The original principal amount of loans guaranteed by a guaranty agency that are in repayment for purposes
of computing reimbursement payments to a guaranty agency means the original principal amount of all loans
guaranteed by a guaranty agency less: (i) guarantes payments on such loans; (ii) the original principal amount of such
loans which have been fully repaid; and (iii) the original amount of such loans for which the first principal
installment payment has not become due.

The amount of such insurance or reinsurance payments is subject to reduction based upon the annual claims
rate of the guaranty agency, calculated to equal the amount of federal reinsurance as a percentage of the original
principal amount of guaranteed loans in repayment on the last day of the prior fiscal year. The formula generally
applicable to loans first disbursed prior to October 1, 1993 is as follows:

Claims Rate Federal Pavment

0% up to 5% 100% of claim amounts

3% up to 9% 10084 of claims up to 5%, 90% of claims of 5% and over

9% and over 100% of claims up to 5%, 90% of claims of 5% to 9%, and 80% of claims

of 9% and over



The formula generally applicable to loans first disbursed on or after October 1, 1993 is as follows:

Claims Rate Federal Pavment

0% up to 5% 98% of claim amounts

5% up to 9% 98% of claims up to 5%, 88% of claims of 5% and over

9% and over 98% of claims up to 5%, £8% of claims of 5% to 9%, and 78% of claims

of 9% and over

The claims experience is not accumulated from year to year, but is determined solely on the basis of claims
in any one federal fiscal year compared with the original principal amount of loans in repayment at the end of the
prior federal fiscal vear.

MNotwithstanding the foregoing: (i) the Secretary will reimburse a guaranty agency with respect to loans first
disbursed on or after October 1, 1993 which are transferred from an insolvent guaranty agency pursuant to a plan
approved by the Secretary at rates applicable to loans first disbursed before that date; and (ii) the Secretary will
reimburse a guaranty agency with respect to loans made pursuant to a qualifying lender-of-last-resort program at a
rate of 100% of claim amounts.

Pursuant to the 1992 Amendments, guaranty agencies are required to maintain specific reserve fund levels.
Such levels are defined as 0.5% for the agency’s fiscal year beginning in 1993, 0.7% for the agency’s fiscal year
beginning in 1994, 0.9% for the agency’s fiscal year beginning in 1995 and 1.1% for the agency’s fiscal year
beginning on or after January 1, 1996. If the agency fails to achieve the minimum reserve level in any of two
consecutive years, if the agency’s federal reimbursements are reduced to 80 percent or if the Secretary determines
the agency’s administrative or financial condition jeopardizes its continued ability to perform its responsibilities, the
Secretary may require the agency to submit and implement a management plan to address the deficiencies. The
Secretary may terminate the agency’s agreements with the Secretary if the agency fails to submit the required plan,
or fails to improve its administrative or financial condition substantially, or if the Secretary determines the agency
is in danger of financial collapse. In such event, the Secretary is authorized to undertake specified actions to assure
the continued payment of claims, including the transfer of guarantees to another agency, or transfer of guarantees
to the Department itself.

The Higher Education Act provides that, subject to compliance with the Higher Education Act, the full faith
and credit of the United States is pledged to the payment of insurance claims. It further provides that guaranty
agencies shall be deemed to have a contractual right against the United States to receive reinsurance in accordance
with its provisions. In addition, the 1992 Amendments provide that if the Secretary determines that a guaranty
agency is unable to meet its insurance obligations, holders of loans may submit insurance claims directly to the
Secretary until such time as the obligations are transferred to a new guaranty agency capable of mesting such
obligations or until a successor guaranty agency assumes such obligations and further provide that the Secretary will
pay to holders the full insurance obligations of such guaranty agency, in accordance with requirements which are
no more stringent than those of such guaranty agency. There can be no assurance, however, that the Secretary will
ever make such a determination or will do so in a timely manner. The Higher Education Act also provides that the
Secretary is authorized, on terms and conditions satisfactory to the Secretary, to make advances to a guaranty agency
in order to assist the guaranty agency in mesting its immediate cash needs and to ensure uninterrupted payment of
default claims by lenders.

The 1993 Amendments add to the Higher Education Act, as “clarification”, provisions to the effect that,
notwithstanding any other provision of law, the reserve funds of the guaranty agencies, and any assets purchased with
these reserves funds, regardless of who holds or controls the reserves or assets, are the property of the United States,

to be used in the operation of the FFEL Program or, alternatively, to be used in the operation of the alternative
Federal Direct Student Loan Program established by the 1993 Amendments. These reserves will be required to be

maintained by each guaranty agency to pay program expenses and contingent liabilities, as authorized by the
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Secretary. The 1993 Amendments further provide that the Secretary is prohibited from requiring the return of all
of a guaranty agency’s reserve funds unless the Secretary determines that the return of these funds is in the best
interest of the operation of the FFEL Program or the Federal Direct Student Loan Program, or to ensure the proper
maintenance of such agency’s funds or assets or the orderly termination of the guaranty agency’s operations and the
liquidation of its assets. However, the Secretary is also authorized to direct a guaranty agency to: (i) return to the
Secretary all or a portion of its reserve fund that the Secretary determines is not needed to pay for the agency’s
program expenses and contingent liabilities; (ii) return to the Secretary or the guaranty agency any funds or assets
held by, or under the control of, any other entity, which the Secretary determines are necessary to pay the program
expenses and contingent liabilities of the agency, or which are required for the orderly termination of the agency’s
operation and liquidation of its assets; and (iii) cease any activities involving the expenditure, use or transfer of the
guaranty agency's reserve funds or assets which the Secretary determines is a misapplication, misuse or improper
expenditure. Currently applicable federal budgetary legislation, however, conditions the ability of the Secretary to
require the return of guaranty agency reserves during federal fiscal vear 1996 upon prior congressional consultation
and requires that any such funds recovered be applied to reduce the federal deficit.

The 1993 Amendments give the Secretary increased flexibility to terminate a guaranty agency’s agreement
by allowing the Secretary to terminate the agreement if the Secretary determines that termination is necessary to
protect the federal financial interest, to ensure the continued availability of loans to student or parent borrowers, or
to ensure an orderly transition from the FFEL Program to the Federal Direct Student Loan Program.

The 19593 Amendments also expand the Secretary’s authorized functions when a puaranty agency’s agreement
is terminated. The Secretary is authorized to provide the guaranty agency with additional advance funds with such
restrictions on the use of such funds as are determined appropriate by the Secretary in order to meet the immediate
cash needs of the guaranty agency, ensure the uninterrupted payment of claims, or ensure that the guaranty agency
will make loans as the lender-of-last-resort. Finally, the 1993 Amendments authorize the Secretary to take whatever
other action is necessary to ensure an orderly transition from the FFEL Program to the Federal Direct Student Loan
Program.

The 1993 Amendments provide that if the Secretary has terminated or is seeking to terminate a guaranty
agency's agreement, or has assumed a guaranty agency’s functions, notwithstanding any other provision of law: (i)
no state court may issue an order affecting the Secretary’s action with respect to that guaranty agency; (ii) any
contract entered into by the guaranty agency with respect to the administration of the agency’s reserve funds or assets
acquired with reserve funds shall provide that the contract is terminable by the Secretary upon 30 days® notice to
the coniracting parties if the Secretary determines that such contract includes an impermissible transfer of funds or
assets or is inconsistent with the terms or purposes of this law; and (iii) no provision of state law shall apply to the
actions of the Secretary in terminating the operations of the guaranty agency. Finally, notwithstanding any other
provision of law, the 1993 Amendments provide that the Secretary’s liability for any outstanding liabilities of a
guaranty agency (other than outstanding student loan guarantees under Part D of Title IV of the Higher Education
Act) the functions of which the Secretary has assumed, shall not exceed the fair market value of the reserves of the
guaranty agency, minus any necessary liquidation or other administrative costs.

Federal reinsurance and insurance payments for defaulted loans are paid from the Student Loan Insurance
Fund established under the Higher Education Act. The Secretary is authorized, to the extent provided in advance

by appropriations acts, to issue obligations to the Secretary of the Treasury to provide funds to make such federal
payments.

Federal Budgetary Constraints
Under the 1990 Budget Act, the budgeted cost of the Federal Family Education Loan Program includes the

present value of the long-term cost to the government of loans reinsured during each fiscal year beginning in 1992
{excluding administrative costs and certain incidental costs), regardless of how far into the future the costs will be
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incurred as well as costs resulting from loan reinsurance commitments made prior to fiscal year 1992 on the basis
of the year in which paid

To ensure that revenue levels and spending limits established in the 1990 Budget Act are realized during
the five-year period covered by the Act, the legislation creates a "pay-as-vou-go" process that includes budget
sequestration. The legislation divides the budget into three parts for this purpose-receipts (e.g., tax revenues),
discretionary spending, and entitlements. The Federal Family Education Loan Program is considered an entitlement
for this purpose.

If new entitlement spending would cause the entitlement spending limits of the 1990 Budget Act to be
breached in a fiscal year, the Act requires that the President to order "across-the board” cuts in entitlements to insure
that the spending limits are not exceeded. Thus, new spending in Medicare, for example, could cause a sequester
affecting the Federal Family Education Loan Program.

A sequester is ordered within 15 days of the end of the session of Congress that is underway at the
beginning of the fiscal year. If legislation enacted in the next session of Congress would cause the spending limits
1o be exceeded, a sequester is ordered 14 days after enactment of that legislation, for legislation enacted before July
1 of the fiscal year. For legislation enacted after July 1, the following year’s spending limits are reduced by the
amount of the excess spending created by the new legislation in the current year.

MNew entitlement spending caused by economic conditions (e.g., higher than projected interest rates) or
increased utilization rates do not violate the spending limits established by the Act. Only legislative actions creating
new spending are covered.

In addition, a special sequestration rule applicable to the Federal Family Education Loan Program under
prior law is maintained in the new budget process. Under the 1985 Budget Act, as amended, if specified reductions
in the National Wool Act Program, the Special Milk Program, and the Vocational Rehabilitation Program fail to
achieve the required savings, this special sequestration rule for the Federal Family Education Loan Program applies.
Under this special rule: (i) any Federal Family Education L.oan made in the fiscal vear for which sequestration is
in effect is subject to a reduced special allowance rate based on the 91-Day T-Bill Rate plus 3.0% for the first four
calendar quarters that the loan is outstanding; and (ii) each Subsidized Stafford Loan borrower’s loan origination fee
is increased by .5%.

Mo assurance can be given that sequestration of federal funding in response to federal budgetary concerns
will not have an adverse effect on the Federal Family Education Loan Program in future vears.

Education Loans Generally Not Subject to Discharge in Bankruptcy

Under the United States Bankruptcy Code, education loans are not generally dischargeable. Title 11 of the
United States Code at Section 523(a)(8) provides as follows:

(a) A discharge under Section 727, 1141, 1228(a), 1228(b), or 1328(b) of this title does not
discharge an individual debtor from any debt -

(8) for an educational benefit overpayment or loan made, insured or guaramteed by a
governmental unit or made under any program funded in whole or in part by a governmental unit or a
nonprofit institution, or for an obligation to repay funds received as an educational benefit, scholarship or
stipend unless -

(A) such loan, benefit, scholarship or stipend overpayment first became due before

seven vears (exclusive of any applicable suspension of the repayment period) before the date of
the filing of the petition; or
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{B) excepting such debt from discharge under this paragraph will impese an undue
hardship on the debtor and the debtor’s dependents,

Servicer Provisions and Third-Party Servicer Regulations.

On April 29, 1994, the Department published regulations amending the Student Assistance General Provisions
and FFEL Pregram regulations which, among other things, establish requirements govemning contracts between
holders of FFEL Program loans and third-party servicers, establish standards of administrative and financial
responsibility for third-party servicers that administer any aspect of a guaranty agency’s or lender’s participation in
the FFEL Program, and establish sanctions for third-party servicers.

Under these regulations, a third-party servicer is jointly and severally liable with its client lenders, guaranty
agencies and educational institutions, as applicable, for liability to the Department arising from the servicer’s
violation of applicable requirements. In addition, if a servicer fails to meet standards of financial responsibility or
administrative capability included in the new regulations, or violates other FFEL Program requirements, the new
regulations authorize the Department to fine the servicer or limit, suspend, or terminate the servicer’s eligibility to
contract to service Student Loans. The effect of such a limitation, suspension, or termination on a servicer’s
eligibility to service loans already on its system, or to accept new loans for servicing under existing contracts, is
unclear. No assurance exists that the Corporation will not be held liable by the Department for liabilities arising out
of its FFEL Program activities for the Corporation or other client lenders, or that its eligibility will not be limited,
suspended, or terminated in the future. If the Corporation were so held liable or its eligibility limited, suspended,
or terminated, its ability to properly service Student Loans and to satisfy its obligations with respect thereto may be
adversely affected.

Loan Origination and Servicing Procedures
Applicable to Student Loans

The Higher Education Act, including the implementing regulations thereunder, imposes specified requirements,
guidelines and procedures with respect to originating and servicing student loans such as the Financed Student Loans.
Generally, those procedures require that completed loan applications be processed, a determination of whether an
applicant is an eligible borrower under applicable standards be made, the borrower’s responsibilities under the loan
be explained to him or her, the promissory note evidencing the loan be executed by the borrower and then that the
loan proceeds be disbursed in a specified manner by the lender. After the loan is made, the lender must establish
repayment terms with the borrower, properly administer deferrals and forbearance and credit the borrower for
payments made thereon. If 2 borrower becomes delinquent in repaying 2 loan, a lender or a servicing agent must
perform certain collection procedures (primarily telephone calls and demand letters) which vary depending upon the
length of time a loan is delinquent. Numerous federal and state consumer protection laws and related regulations
impose substantial requirements upon lenders and servicers involved in consumer finance. Also, some state laws
impose finance charge ceilings and other restrictions on certain consumer transactions and require contract disclosures
in addition to those required under federal law. These requirements impose specific statutory liabilities upon lenders
who fail to comply with their provisions. In certain circumstances, the Corporation may be liable for certain
violations of consumer protection laws that apply to the Financed Student Loans, either as assignee or as the party
directly responsible for obligations arising after the transfer.

Federal Direct Student Loan Program

Under the Federal Direct Student Loan Program (the "FDSL Program”) established by the 1993 Amendments,
a variety of direct federal loans with terms and conditions generally similar to those available under the FFEL
Program may be obtained by students, or parents of students, attending participating Institutions of Higher Education
("IHE") through the applicable IHE or through an alternative originator designated by the Secretary, without
application to an outside lender. The FDSL Program is to be funded and administered by the Secretary. The
Secretary is authorized to take whatever action is necessary to ensure an orderly transition from the FFEL Program
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to the FDSL Program. The FDSL Program provides for a variety of repayment plans from which borrowers may
choose, including repayment plans based on income.

In order to ensure transition from the FFEL Program to the FDSL Program, the Secretary is required in the
exercise of his or her discretion, to determine the number of THEs with which to enter into participation or
origination agreements in a given academic vear. The provisions give the Secretary the flexibility to determine how
rapidly to expand the FDSL Program so that: (1) for academic year 1994-19935, 5 percent of new federal student loan
volume under the FDSL Program and the FFEL Program combined (excluding consolidation loans) will be comprised
of FDSL Program loans; (2) for academic year 1995-1996, 40 percent of new student loan volume for those two
programs will be comprised of FDSL Program loans; (3) for academic years 1996-1997 and 1997-1998, FDSL
Program loans will comprise 50 percent of the new student loan volume for such years; and (4) for academic year
beginning 1998, 60 percent of the new student loan volume will be comprised of FDSL Program Loans. The
Secretary may exceed the limits specified for academic years beginning in 1996 if the Secretary determines that a
higher percentage rate is warranted by the number of eligible IHEs that desire to participate. Under proposed
legislation now pending before Congress, the FDSL Program could be significantly changed and the percentage of
new loans originated under the FDSL Program could be greater or less than the percentages set forth above. See
"-- Legislative and Administrative Matters” herein.

In addition, if a borrower is unable to obtain a Consclidation Loan with income sensitive repayment terms
acceptable to the borrower from the holders of the borrower’s outstanding FFEL loans (that are selected for
consolidation), or from any other lender, including the Student Loan Marketing Association, the 1993 Amendments
authorize the Secretary to offer the borrower a consolidation loan with income sensitive terms under the FDSL
Program.
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APPENDIX B

SUMMARY OF CERTAIN PROVISIONS
OF THE RESOLUTIONS

The Resolutions contain various covenants and security provisions, certain of which are summarized below
and not otherwise deemed or discussed in this Official Statement. Reference should be made to the Resolutions for

a full and complete statement of their provisions. The Resolutions may be modified by the provisions of Series
Resolutions.

Definitions. In the Resolutions, the following words and terms (unless the context otherwise requires) are
defined as follows:

“Account” means any of the special trust accounts created and established by, or pursuamt to, the
Resolutions.

"Accountant” or "Auditor” means any independent cemified public accountant, or a firm of those
accountants, duly licensed to practice and practicing as such under the laws of the Commonwealth, selected by the
Corporation, who is independent and not under the domination or control of the Corporation and who does not have
any substantial interest, direct or indirect, in the Corporation, but who may be regularly retained to make annual
or similar audits of the books or records of the Corporation.

"Act” means Sections 164A.010 1o 164A.230, inclusive, of the Kentucky Revised Statutes, as heretofore
or hereafter amended.

"Additional Obligations™ means any Obligations other than the initial two Series of Obligations which shall
be authenticated and delivered on original issuance pursuant to the Resolutions or thereafter authenticated or
delivered in lieu of or in substitution for any such Obligation pursuant to the Resolutions.

"Agent Member” means a member of, or participant in, the Securities Depository.

"Applicable Law" means: (i) with respect to Student Loans originated pursuant to the Federal Family
Education Loan Program, the Act and the Higher Education Act; and (ii) with respect to any other Student Loans,
the Act, any other state or federal law applicable thereto or any regulation promulgated thereunder.

"ARCs" means Auction Rate Certificates.

“Authorized Officer” means the Chairman, Secréuanf—‘l“rcasurcr, Executive Director, Chief Executive
Officer or Chief Financial Officer of the Corporation, and any other of its directors, officers, agents or employees

duly authorized by the by-laws or by a resolution of the Corporation to perform the act or sign the document in
question.

"Bonds” means debt obligations of the Corporation, whether or not so designated, other than Notes or
Other Obligations, issued to finance or refinance the making or purchase of Student Loans by the Corporation

pursuant to the Resolutions, which marure no later than thirty years from the date of original issuance of such
Bonds.

"Business Day” means, with respect to each Series of Obligations, any day on which banks located in none
of: (i) the Commonwealth of Kentucky; (ii) the city in which the principal corporate trust office of each Fiduciary
applicable to such Series of Obligations; (iii) the City in which the principal offices of the Corporation and (iv) the
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city in which the principal offices of each applicable Obligation Facility Provider applicable 1o such Series are
located are required or authorized by law to remain closed and on which the New York Stock Exchange is not
closed, except as otherwise provided with respect to any Series by the Series Resolution authorizing such Series.

"Carry-over Amount” means, with respect to any Series of Bonds or Notes, the amount, if any, so
described in the applicable Series Resolution authorizing such Series, and with respect to any Subseries of the Series
1997-A Bonds, means the excess, if any, of (2) the amount of interest on any Subseries of a Series 1997-A Bond
that would have accrued with respect to the related Auction Period at the Auction Rate over (b) the amount of
interest on any Subseries of such Series 1997-A Bond actually accrued with respect to any Subseries of such Series
1997-A Bond, with respect to such Auction Period based on the Maximum Rate, together with the unpaid portion
of any such excess from prior Auction Periods; provided that any reference to "principal” or "interest” in the
Resolutions or in any Subseries of the Series 1997-A Bonds shall not include within the meanings of such words
any Carry-over Amount or any interest accrued on any Carry-over Amount.

"Cash Flow Projection” means a schedule prepared on behalf of the Corporation by a nationally recognized
investment banking firm or other entity selected by the Corporation and approved in writing by the Rating Agencies
receiving such Cash Flow Projection which: (i) sets forth, through the last final maturity of any Series of
Outstanding Obligations (or such shorter period as shall be acceptable to the Rating Agencies), (A) all anticipated
Revenues, (B) the application of all such Revenues in accordance with the Resolutions and (C) the resulting balances
for each period for which prepared and on a cumulative basis; and (ii) evidences that Revenues and other monies
available under the Resolutions will be sufficient to pay all debt service on the Obligations when due and to make
all other payments required by the terms of the Resolutions. Each Cash Flow Projection shall be based on the
assumptions used in the cash flow projections delivered to the Rating Agencies at the time of issuance of the most
recently issued Series of Obligations (or such other assumptions as may be proposed by the Corporation and
acceptable to the Rating Agencies).

"Certificate” means: (i) a signed document either amesting to or ackmowledging the circumstances,
representations or other matters therein stated or set forth or setting forth matters to be determined pursuant to this
Resolution; or (i) the report of an accountant as to audit or other procedures called for by the Resolutions.

"Class™ means all Obligations having the same priority of claim as to payment under the Resolutions.

"Code” means the Internal Revenue Code of 1986, as amended from time to time. Each reference to a
section of the Code herein shall be deemed 10 include the United States Treasury Regulations, including temporary
and proposed regulations, relating to such section which are applicable to the Obligations or the use of the proceeds
thereof. A reference to any specific section of the Code shall be deemed also to be a reference to the comparable
provisions of any enactment which supersedes or replaces the Code thereunder from time to time.

"Commonwealth” means the Commonwealth of Kentucky.

"Corporation” means the Kentucky Higher Education Student Loan Corporation, an independent de jure
mumnicipal corporation and political subdivision of the Commonwezlth, created and existing under and pursuant to
the Act, or any body, agency, authority or instrumentality of the Commonwealth that shall hereafter succeed to the
powers, duties and functions of the Corporation.

"Costs of Issuance” means all items of expense, directly or indirectly payable or reimbursable by or to the
Corporation and related to the authorization, sale and issuance of Obligations, including, but not limited to, printing
costs, costs of preparation and reproduction of documents, filing and recording fees, initial fees and charges of any
Fiduciary or of its counsel, legal fees and charges, fees and expenses of underwriters, fees and disbursements of
consnltants and professionals, costs of credit ratings, fees and charges for preparation, execution, transportation and
safekeeping of Obligations, costs and expenses of refunding, premiums, fees, expenses or other similar charges
payable to any Obligation Facility Provider (other than Reimbursement Obligations or Other Obligations) or a Swap
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Provider (other than Swap Payments or Other Obligations), financing charges, accrued interest with respect to the
initial investment of proceeds of Obligations, and any other cost, charge or fee in connection with the original
issuance of the Obligations.

"Counsel’s Opinion" means a written opinion signed by Hawkins, Delafield & Wood or by another attorney
or firm of attomeys of recognized standing in the field of law relating 1o municipal, state and public agency
financing, selected by the Corporation and reasonably satisfactory to the Trustee and any applicable Obligation
Facility Provider.

"Debt Service Reserve Account” means the special trust account so denominated established pursuant to
the Resolutions.

"Defeasance Securities” means obligations described in paragraph (1) of the definition of Investment
Securities included hereunder.

"Earnings Account” means the special trust account so denominated established pursuant to the Resolutions.

"Eligible Lender” means the Kentucky Higher Education Assistance Authority, a de jure political
subdivision of the Commonwealth of Kentucky and the Corporation and all other entities described as eligible
lenders in the Higher Education Act which have in force a contract with a Guarantee Agency providing for loan
guarantess to be issued by a Guarantee Agency to the subject lender under the Higher Education Act and the Act.

"Event of Default” means any of the evenis specified in the Resolutions.

"Excess Coverage” means, as of any date of calculation, the condition under which the sum of the value
of (a) the Loans (valued as provided in the Resolutions) credited 1o the Loan Account and (b) all cash and
Investment Securities held in the Accounts (valued as set forth in the Resolutions, plus accrued imterest, but
excluding amounts irrevocably set aside to pay panicular Obligations pursuant to the Resolutions and excluding
amounts on deposit in the Rebate Account) shall be at least equal to each of the following three sums: (x) 106%
of the sum of the principal of and accrued interest on all Outstanding Senior Obligations plus all acerved but unpaid
Program Expenses; (y) 103% of the sum of the principal of and accrued interest on all Qutstanding Senior
Obligations and Senior Subordinate Obligations plus all accrued but unpaid Program Expenses; and (z) 102% of
the sum of the principal of and accrued interest on all Outstanding Obligations plus all accrued but unpaid Program
Expenses.

"Federal Family Education Loan Program” or "FFELP" means the program currently authorized by
Title IV Part B of the Higher Education Act, as heretofore or hereafter amended.

"Fiduciary™ means the Trustes, aﬁy Paying Agtmt'énd any such additional fidueiary as may be authorized
under the Resolutions, or any or all of them as may be appropriate.

"Fiscal Year” means the fiscal year of the Corporation for general financial reporting purposes as modified
from time to time. As of the date of the Resolutions the Corporation’s Fiscal Year is July 1 to June 30.

"Guaranty Agency” or "Guarantee Agency” means: (i) the Kentucky Higher Education Assistance Authority
duly organized and existing pursuant to the statutory laws of the Commonwealth of Kentucky; (i) any other
guaranty agency under the Higher Education Act, subject to receipt of a Rating Affirmation: and (iii) any successor
to the obligations of any such Guaranty Agency under the Higher Education Act.

"Higher Education Act” means the Higher Education Act of 1963, as amended from time to time, and the
regulations promulgated thereunder.



"Holder" or "Owner”, or words of similar import, when used with reference 1o an Obligation means the
registered owner of such Obligation. ‘

“Investment Securities” means, with respect to any Series, except as otherwise provided by a Series
Resolution authorizing such Series, any of the following, if and to the extent the same are at the time legal for
investment of the Corporation’s funds:

1. (a) Direct obligations (other than an obligation subject to variation in principal repayment) of the
United States of America, (b) obligations fully and unconditionally guaranteed as to timely payment of
principal and interest by the United States of America, (c) obligations fully and unconditionally guaranteed
as to timely payment of principal and interest by any agency or instrumentality of the United States of
America when such obligations are backed by the full faith and credit of the United States of America, or
{d) evidences of ownership of proportionate interests im future imierest and principal payments on
obligations described above held by a bank or trust company as custodian, under which the owner of the
investment is the real party in interest and has the right to proceed directly and individually against the
obligor and the underlying government obligations are not available to any person claiming through the
custodian or 1o whom the custodian may be obligated (collectively "United States Obligations™). The
foregoing obligations include, but are not necessarily limited to: (i) U.S. Treasury Obligations (all direct
or fully guaranteed obligations); (ii) Farmers Home Administration (certificates of beneficial ownership);
(iii) General Services Administration (participation cenificates); (iv) U.5. Maritime Administration
{guaranteed Title XI financing); (v) Small Business Administration (guaranteed participation certificates and
guaranteed pool certificates); (vi) Government National Mortgage Association (GNMA) (GNMA-guaranteed
morigage-backed securities and GNMA-guaranteed participation centificates); (vii) U.S. Department of
Housing & Urban Development (local authority bonds); (viii) Washington Metropolitan Area Transit
Corporation (guaranteed transit bonds); and (ix) U.S. Export-Import Bank (all fully guaranteed obligations).

2 Federal Housing Administration debentures.

3. Obligations of government-sponsored agencies which are not backed by the full faith and credit
of the U.S. government which are rated "Aaa” by Moody's, including: (i) Federal Home Loan Mortgage
Corporation (FHLMC) (participation certificates and Debt obligations); (ii) Farm Credit Banks (formerly:
Federal Land Banks, Federal Intermediate Credit Banks, and Banks for Cooperatives) (consolidated system-
wide bonds and notes); (iii) Federal Home Loan Banks (FHL Banks) (consolidated debt obligations and
letter of credit (LOC) -backed issues); (iv) Federal National Morngage Association (FNMA) (senior debt
obligations and Morgage-backed securities (excluded are stripped mortgage securities which are valued
greater than par on the portion of unpaid principal)); (v) Swdent Loan Marketing Association (SLMA)
(senior debt obligations (excluding securities that do not have a fixed par value and/or whose terms do not
promise a fixed dollar amount at maturity or call date)); (vi) Financing Corporation (FICO) (debt
obligations); and (vii) Resolution Funding Corporation (REFCORP) (debt obligations).

4, Unsecured certificates of deposit, time deposits, and bankers’ acceptances (having maturities of
not more than 30 days) of any bank the shori-term obligations of which are rated "P-17 by Moody’s.

i Deposits the aggregate amount of which are fully insured by the Federal Deposit Insurance
Corporation (FDIC), in banks which have capital and surplus of at least 55 million.

[ Commercial paper (having original maturities of not more than 270 days) rated "Prime-1" by
Moody's.

T Money marker funds which are (a) rated "Aa2" by Moody's or (b) which constitute a money

market fund of the Trustee which invests in: (i) Investment Securiries described in paragraph (1)a); and
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(i) repurchase agreements collateralized by Investment Securities described in paragraph (1)(a) which are
otherwise described in paragraph (8).

8. Repurchase agreements ("repos”) in a form acceptable 10 Moodys: (2) with any bank with deposits
rated at least "Aa2" by Moody's; provided the term of such repo is for less than two years; or (b) with
any broker-dealer with "retail customers™ which has, or the parent company of which has, long-term debt
rated at least "Aal" by Moody’s, which broker-dealer falls under the jurisdiction of the Securities Investors
Protection Corp. (SIPC).

9. Obligations that are: (z) direct general obligations of any state of the United States or amy
subdivision or agency thereof to which is pledged the full faith and credit of a state the unsecured general
obligation debt of which is rated "Aa2" by Moody's, or better, or any obligation fully and unconditionally
guaranteed by any state, subdivision or agency whose unsecured general obligation debt is so rated;
(b) direct, general short-term obligations of any state agency or subdivision described in (a) above and rated
"Prime-1" by Moody's; or (c) Special Revenue Bonds (as defined in the United States Bankruptcy Code)
of any state, state agency or subdivision described in (2) above and rated "Aa" or better by Moody's.

10. Investment agreements with (1) 2 domestic bank the long term debt of which is rated ar least
"Aa2" by Moody’s or (2) a foreign bank the long-term debt of which is rated at least "Aaa” by Moody’s;
provided, that, by the terms of the investment agreement: (a) interest payments are to be made to the
Trustee at times and in amounts as necessary to pay debt service on the Obligations the proceeds of which
are invested thereunder; (b) the invested funds are available for withdrawal without penalty or premium,
at any time upon not more than seven days” prior notice (which notice may be amended or withdrawn at
any time prior 1o the specified withdrawal date); provided that the Trustee shall give notice in accordance
with the terms of the investment agreement so as to receive funds thereunder with no penalty or premium
paid; (c) the investment agreement is the unconditional and general obligation of, and is not subordinated
to any other obligation of, the provider thereof; (d) a fixed guaranteed rate of interest is to be paid on
invested funds and all future deposits, if any, required to be made to restore the amount of such funds 10
the level specified under the applicable Series Resolution; (¢) the Trustee receives an Opinion of Counsel
(which opinion shall be addressed to the Corporation and each applicable Obligation Facility Provider) that
such investment agreement is legal, valid, binding and enforceable upon the provider in accordance with
its terms; and (f) the investment agreement must provide that if during its term (i) the provider’s rating by
Moody’s is withdrawn or suspended or falls below "A", the provider must give notice of same to the
Corporation and the Trustee and must, at the direction of the Corporation or the Trustee (who shall give
such direction if so directed by each applicable Obligation Facility Provider), within 10 days of receipt of
such direction, either (a) collateralize the investment agreement as specified under the collateralization
requirements for repurchase agreements or (b) repay the principal of and accrued but unpaid interest on
the investment (the choice of (a) or (b) above shall be that of the Corporation or the Trustee, as
appropriate), and (ii) the provider’s rating by Moody’s falls below "Aa2", the provider must give notice
of same to the Corporation and the Trustee and must, at the direction of the Corporation or the Trusiee
(who shall give such direction if so directed by each applicable Obligation Facility Provider), within 10
days of receipt of such direction, repay the principal of and accrued but unpaid interest on the investment,
in either case with no penalty or premium to the Corporation or Trustee,

11. Pre-refunded municipal obligations rated “Aaz" by Moody’s meeting the following requirements:
(a) the municipal obligations are (i) not subject to redemption prior to maturity or (ii) the trustee has been
given irrevocable instructions concerning their call and redemption and the issuer of the municipal
obligations has covenanted not to redeem such municipal obligations other than as set forth in such
instructions; (b} the municipal obligations are secured by cash or United States Obligations which may be
applied only to payment of the principal of, interest and premium on such municipal obligations; (c) the
principal of and interest on the United States Obligarions (plus any cash in the escrow) has been verified
by the report of independent certified public accountants to be sufficient to pay in full all principal of,
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interest, and premium, if any, due and to become due on the municipal obligations (~Verification™); (d) the
cash or United States Obligations serving as security for the municipal obligations are held by an escrow
agent or trustee in trust for owners of the municipal obligations; () no substitution of a United States
Obligation shall be permirted except with another United States Obligation and upon delivery of a new
Vernification; and (f) the cash or United States Obligations are not available to satisfy any other claims,
including those by or against the trustee or escrow agent.

12. Subject to the prior written approval of each applicable Obligation Facility Provider, such other
obligations as shall be permited to be legal investments of the Corporation by the laws of the
Commonwealth.

"Loan" means any Student Loan or other loans credited to the Loan Account.
"Loan Account” means the special trust account so denominated established pursuant to the Resolutions.

“"Loan Program” means the program for the financing of Student Loans established by the Corporation,
as the same may be amended from time to time consistent with the Resolutions, but only to the extent that such
program is financed through the issuance of Obligations or from amounts otherwise available out of the moneys and
assets held or pledged pursuant 1o the Resolutions.

"Moody’s" means Moody's Investors Service, Inc., its successors and assigns and if such corporation shall
be dissolved or liquidated or shall no longer perform the functions of a securities rating agency, "Moody’s" shall
be deemed to refer to any other nationally recognized securities rating agency designated by the Corporation, by
notice to the Trustee and each other Fiduciary and each applicable Obligation Facility Provider.

"Most Senior Quistanding Obligations™ means, at any time: (i) if any Senior Obligations are then
Outstanding, such Senior Obligations; and (ii) if no Senior Obligations are then Outstanding, the Class of Senior
Subordinate Obligations or Subordinate Obligations then Outstanding having the most senior priority as to payment
hereunder.

"Notes” means debt obligations of the Corporation, whether or not so designated, other than Bonds or
Other Obligations, issued to finance or refinance the making or purchase of Student Loans by the Corporation or

any renewal thereof issued pursuant to the Resolutions, which mamre no later than five years from the date of
original issuance of such Notes.

"Notional Amount” means the nonpayable or the theoretical principal amount with reference 1o which Swap

Payments and Swap Receipts are calculated, as specified as such for each Swap in the documentarion applicable
thereto.’

"Obligation Facility” means any insurance policy, surety agreement, letter of credit or other credit
enhancement or liquidity facility entered into for the same or similar purposes, with respect to any Series of
Obligations, or with respect to any Student Loans described in clause (B) of the definition thereof herein which is
delivered to the Trustee along with a Certificate of an Authorized Officer to which a Rating Affirmation is attached.

"Obligation Facility Provider” means any bank or insurance company providing an Obligation Facility with
respect to a Series and any successor to such an Obligation Facility Provider.

“Obligation Facility Provider Default” means any one of the following events shall have occurred and be
continuing:

(i) an Obligation Facility Provider fails to make or provide for any payment required under
the Obligation Facility in accordance with its terms:
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(ii) an Obligation Facility Provider (A) files any petition or commences any case or
proceeding under any provision or chapter of the United States Bankrupicy Code or any other similar
federal or state law relating to insolvency, bankruptcy, rehabilitation, liquidation or reorganization, (B)
makes a general assignment for the benefit of its creditors, or (C) has a final and nonappealable order for
relief entered against it under the United States Bankrupicy Code or any other similar federal or state law
relating to insolvency, bankrupicy, rehabilitation, liquidation or reorganization;

(iii) a court of competent jurisdiction, or other competent regulatory authority enters a final
and nonappealable order, judgment or decree (1) appointing 2 custodian, trustee, agent or receiver for an
Obligation Facility Provider or for all or any material porion of its property or (2) authorizing the taking
of possession by a custodian, trustee, agent or receiver of an Obligation Facility Provider (or the taking
of possession of all or any material portion of the property of an Obligation Facility Provider); or

(iv) with respect to anmy Series of Obligations if so provided by the Series Resolution
authorizing such Series, one or more Rating Agency reduces its rating with respect to such Obligation
Facility Provider to a rating below that originally assigned 1o such Series by such Raring Agency: provided,
that no such reduction shall affect the rights of such Obligation Facility Provider with respect to Obligations
then held by it.

"Obligations™ means Bonds, Notes, Reimbursement Obligations, Swap Payments and Other Obligations
issued or authorized pursuant to the Resolutions and any applicable Series Resolution.

"Operating Account” means the special trust account so denominated established pursuant to the
Resolutions.

"Origination Agreement™ means any agreement providing for the origination or for the origination and sale
of Student Loans to be financed through application of the proceeds of any Series of Obligations.

"Other Obligations™ means debt obligations of the Corporation, other than Bonds and Notes, issued to
finance or refinance the making or purchase of Student Loans by the Corporation pursuant to the Resolutions, but
does not include any Swap Payments or Reimbursement Obligations.

"Outstanding”, when used with reference to Obligations, means, as of any date, all Obligations theretofore
or thereupon being authenticated and delivered under the Resolutions except:

(1) any Obligation cancelled by the Trustee or delivered to the Trustee for cancellation at or prior to
such date;

{2) any Obligation (or portion of an Obligation) for the payment or redemption of which there have
been separately set aside and held in a special trust account therefor either:

(a) moneys in an amount sufficient to effect payment of the principal or applicable
Redemption Price thereof, together with accrued interest on such Obligation to the Redemption Date; or

(b) Defeasance Securities, as described in the Resolutions, in such principal amounts, of such
maturities, bearing such interest and otherwise having such terms and qualifications as shall be necessary
to provide moneys in an amount sufficient 1o effect paymemt when due of the principal or applicable

Redemption Price of such Obligation, together with accrued interest on such Obligation to the Redemption
Date: or

(c) any combinarion of (g) and (b) above;
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provided, however, that Obligarions which have been paid with proceeds of an Obligation Facility shall be
deemed to continue to remain Outstanding as Reimbursement Obligation Bonds as evidence of the related
Reimbursement Obligation for purposes of the Resolutions and to bear interest at the rate provided in the
related Obligation Facility until each applicable Obligation Facility Provider has been paid as subrogee or
reimbursed under the Resolutions as evidenced by a written notice from each applicable Obligation Facility
Provider delivered to the Trustes, and each applicable Obligation Facility Provider shall be deemed to be
the Owner of such Obligations to the extent of any payments thereon made by each applicable Obligation
Facility Provider, but only to the extent that principal of the Obligations was so paid; or

(3) any Obligarion in lien of or in substimtion for which other Obligations shall have been
authenticated and delivered pursuant to the Resolutions.

"Paying Agent” means the Trustee and any bank or trust company designated as paying agent for the
Obligations, and its successor or successors hereafier appointed, in the manner provided in the Resolutions.

"Program Agreement” means, with respect to any Series of Obligations, each Origination Agreement and
Servicing Agreement applicable to such Series.

"Program Expenses” means all of the Corporation’s expenses in carrying out and administering its Loan
Program under the Resolutions and shall include, without limiting the generality of the foregoing, salaries,
origination, acquisition and servicing fees, supplies, urilities, mailing, labor, materials, office rent or morigage
payment, maintenance, furnishings, equipment, machinery and apparatus, telephone, insurance premiums, legal,
accounting, management, consulting and banking services and expenses, fees and expenses of the Fiduciaries, Costs
of Issuance not paid from the proceeds of Obligations, including but not limited to premiums, fees, expenses or
other similar charges payable to an Obligation Facility Provider or a Swap Provider (but not including
Reimbursement Obligations, Swap Payments or Terminarion Payments), travel, payments for pension, thrift savings,
retirement, health and hospitalization and life and disability insurance benefits, all 1o the extent properly allocable
to the Loan Program. Program Expenses may also include amounts for establishing and maintaining a six-month
reserve to pay operating costs and a reasonable reserve for losses and expenses estimated to be incurred by the
Corporation and amounis appropriate to reimburse the Corporation for Program Expenses paid from other sources
all to the extent properly allocable to the Loan Program.

"Rating Affirmation” means, with respect to each Series, the written affirmation of each Rating Agency
then maintaining a rating with respect to a Series to the effect that the actions addressed therein would not cause
such Rating Agency to reduce or suspend any rating then applicable to such Series.

"Rating Agency” or "Rating Agencies” means, with respect 10 each Series, each of Moody’s and any other
nationally recognized securities rating agency which is maintaining a rating ar the request of the Corporation with
respect to such Series.

"Rebate Account™ means the special trust account so denominated established pursuant to the Resolurions.

"Recycling Period” means (i) with respect to the Series 1997-A Bonds, the period ending May 1, 2002,
and {ii) with respect to the Series 1997-B Bonds, the period ending May 1, 2002, except as such dates may be
extended by a Certificate of an Authorized Officer accompanied by a Rating Affirmation.

"Redemption Date” means each date upon which Bonds are to be called for redemption pursuant to the
Resolutions.

"Redemption Price™ means, with respect to any Obligation, the principal amount thereof plus the applicable
premium, if any, payable upon redemption thereof.
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"Refunding Obligations” means any Obligation authenricated and delivered on original issuance pursuant
to the Resolutions some portion of the proceeds of which are applied to the payment of principal or interest of
Obligations or Separately Secured Financings or thereafter authenticated and delivered in liew of or in substitution
for any such Obligation pursuant to the Resolutions.

"Registrar” means the Trustee or any other agent of the Corporation at the office of which Obligations may
be presented for registration, transfer or exchange as provided in the Resolurions.

"Reimbursement Obligation™ means any obligation of the Corporation to make payments to an Obligation
Facility Provider in reimbursement of or as interest on (which interest may be higher than the interest rate on the
related Obligation) an advance or other payment made by such Obligation Facility Provider for the purpose of
paying:

(i the principal or Redemption Price of, or interest on, any Obligations; or

(ii) the purchase price, plus accrued interest, if any, of any Obligations tendered pursuant to
the provisions of the applicable Series Resolution,

but only to the extent the principal amortization requirement with respect to such reimbursement is equal to the
amortization requirement for such related Obligations, without acceleration. Reimbursement Obligations shall not
include: (i) any payments of any fees, expenses, or other similar obligations to any such provider (which payments
shall be Program Expenses); or (ii) any payments pursuant to term-loan or other principal amortization requirements
in reimbursement of any such advance that are more accelerated than the amoniization requirements on such related
Obligations (which payments shall be Other Obligations). Reimbursement Obligations may be evidenced by Bonds
designated as "Reimbursement Obligation Bonds™, which may bear a higher interest rate than the rate borme by the
Obligations to which they relate.

"Reserve Account Requirement” means an amount established by each applicable Series Resolution. The
Series 1997-A Bond Resolution and the Series 1997-B Bond Resolution provide that, with respect to the Series 1997-
A Bonds and the 1997-B Bonds, the Reserve Account Reguirement shall be equal to two percent (2%) of the
aggregate principal amount of the then Ouistanding Series 1997-A Bonds and Serjies 1997-B Bonds.

"Resolutions” means the 1997 General Bond Resolution adopted by the Corporation on May 9, 1997, as
supplemented by the Series 1997-A Bond Resolution and by the Series 1997-B Bond Resolution, and as from time
to time amended or supplemented in accordance with the terms and provisions of the Resolutions.

"Revenue Account” means the special trust account so denominated established pursuant 1o the Resolutions.

"Revenues” means (i} all receipts in respect of payments, proceeds, charges and other cash income received
by the Corporation, by the Servicer or by the Trustee for the account of the Corporation from or on account of any
Loan, or as a result of the sale or alienation thereof (including scheduled, delinquent and advance payments of
interest or principal on any Loan or other payment received by the Trustes, the Corporation or a Servicer with
respect to any Loan, but excluding any amount retained by the Servicer of any Loan as compensation for services
rendered in connection with the servicing of such Loan); (ii) all interest earned or gain realized from the investment
of amounts in any Account (other than amounts credited or required to be deposited to the Operating Account,
Eamnings Account and the Rebate Account; and (iii) any amount received by the Trustee under any Swap or Swap
Facility (other than an initial payment by the Swap Provider assigned by the Corporation to the Trustee for deposit
to the credit of the Operating Account) including, without limitation, any Swap Receipts and Termination Receipts.

"Securities Depository” means The Depository Trust Company and its successors and assigns or if: (i) the
then Securities Depository resigns from its functions as depository of the Obligations; or (ii) the Corporation
discontinues use of the Securities Depository, any other securities depository which agrees to follow the procedures
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required to be followed by a securities depository in connection with the Obligations and which is selected by the
Corporation with the consent of the Trustee and each applicable Obligation Facility Provider.

"Senior Obligations™ means the Class of Obligations issued pursuant to the Resolutions in accordance with
the requirements thereof and having a priority of claim as to payment from the Trust Estate that is equal to that of
all other Semior Obligations and senior to that of all Subordinate Obligations (including Senior Subordinate
Obligations); provided, that at any time at which no Obligations issued or originated as Senior Obligations remain
Outstanding, Senior Obligations shall be deemed to mean the most senior Class of Obligations issued or originated
as Subordinate Obligations (including Senior Subordinate Obligations) then Outstanding, except that in no event shall
Subordinate Obligations (including Senior Subordinate Obligations) be deemed to be Senior Obligations for purposes
of priority of claim as to payment under the Resolutions.

"Senior Subordinate Obligations™ means the Class of Subordinate Obligations issued pursuant to the
Resolutions in accordance with the requirements thereof and having a priority of claim as to payment from the Trust
Estate that is: (i) subordinate to all Senior Obligations; (ii) equal to that of all other Senior Subordinate Obligations;
and (jii} senior to that of all other Subordinate Obligations.

"Separately Secured Financing™ means evidences of indebtedness or other financial instruments issued or
entered into by the Corporation under a resolution, indenture of trust or other financing document establishing
another and separate trust estate, which are described in the Resolutions.

"Series” means all of the Obligations authenticated and delivered on original issuance in any subsequent
simultaneous transaction, pursuant to the same Series Resolution and designated as a Series in such Series Resolution
regardless of variations in marturiry, interest rate or other provisions, and any Obligations thereafter authenticated
and delivered in lieu of or in substitution for (but not to refund) such Obligations as provided in the Resolutions.

"Series 1997-A Bond Resolution” means the Series 1997-A Bond Resolution adopted by the Corporation
on May 9, 1997.

"Series 1997-B Bond Resolution” means the Series 1997-B Bond Resolution adopted by the Corporation
on May 9, 1997.

"Series Resolution” means any instrument supplemental to or amendatory of the Resolutions adopted by
the Corporation in accordance with the provisions of the Resolutions.

"Servicer” means, with reference 10 any Series of Obligarions, (i) the Corporation or any successor,
subsidiary or other affiliated entity of the Corporation succeeding to such function; and (ii) such other entity as may
be appointed by the Corporation in accordance with any Servicing Agreement.

"Servicing Agreement” means, with respect 10 any Series of Obligarions, any agreement providing for the
servicing of Loans financed through application of the proceeds of such Series.

"Student Loan" means an obligation representing advances of money to, or for the benefit of, a sudent
evidenced by one or more promissory notes or otherwise evidenced in such manner as may be described by a
Certificate of an Authorized Officer 1o the Trustee: {A) which are originared pursuant to the Higher Education Act:
(i) the holder of which is eligible (in the case of loans originated pursuant to programs gqualifying therefor) for
special allowance payments and (in the case of loans originated pursuant to programs qualifying therefor) for interest
subsidy pavments as provided by the Higher Education Act; (ii) the payment of principal of and interest on which
is guaranteed or insured by a Guaranty Agency and reinsured as to the principal amount thereof and interest thereon
by the Secretary of Education in accordance with the requirements of the Higher Education Act, or insured as to
principal amount and interest directly by the Secretary of Education; (iii) which are originated in accordance with
Applicable Law; and (iv) which contain terms in accordance with those required by the Higher Education Act and
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the applicable Guaranty Agency requirements or (B) which are originated under such other program as may be
described by a Cenificate of an Authorized Officer to the Trustee accompanied by a Rating Affirmation and
originated in accordance with Applicable Law.

"Subordinate Obligations” means any Class of Obligations issued pursuant to the Resolutions in accordance
with the requirements hereof and having a claim as to payment from the Trust Estate that is equal 1o that of all other
Subordinate Obligations of the same Class and subordinate to that of all Senior Obligations. Multiple Classes of
Subordinate Obligations may be issued in accordance with the requirements of the Resolutions having different
priorities of claim as to payment from the Trust Estate.

"Subseries™ means: (i) such portion of the Obligations authenticated and delivered on original issuance as
part of a single Series as may be so designated in the Series Resolution authorizing such Series regardless of
variations in marturity, interest rate or other provisions; and (ii) any Obligations thereafter authenticated and
delivered in leu of or in substitution for (but not to refund) Obligations of such Subseries as provided in the
Resolutions.

"Swap" means any financial arrangement: (i) that is entered into by the Corporation with an entity that is
a Swap Provider at the time the arrangement is entered into; (i) (2) which provides that the Corporation shall pay
to such entity an amount based on the interest accruing at a fixed rate on the Notional Amount equal to all or part
of the outstanding principal amount of a Series of Obligations issued under the Resolutions, and that such entity shall
pay to the order of the Corporation an amount based on the interest accruing on the Notional Amount at a variable
rate of interest computed according to a formula set forth in such arrangement (which need not be the same as the
actual rate of interest borne by such Series of Obligations) or that one (afier adjustment for any cap, floor, collar
or other financial arrangement referred to in (ii) (c) hereof, with respect thereto) shall pay to the other the net
amount {Swap Payment or Swap Receipt) due under such arrangement; (b) which provides that the Corporation shall
pay to such entity an amount based on the interest accruing on the Notional Amount equal to all or part of the
outstanding principal amount of a Series of Obligations issued under the Resolutions, at a variable rate of interest
computed according to a formula set forth in such arrangement and that such entity shall pay to the order of the
Corporation an amount based on the interest accruing at a fixed rate on the Notional Amount (which need not be
the same as the actual rate of interest borne by such Series of Obligations) or that one (after adjustment for any cap,
floor, collar or other financial arrangement referred to in (1i) (c) hereof, with respect thereto) shall pay to the other
the net amount (Swap Payment or Swap Receipt) due under such arrangement; or (¢) which is included as part of
or covered by the financial transaction described in (i) (a) or (ii) (b) above or is separately executed and which is
a cap, floor or collar, forward rate, future rate, asset, swap or index, price or market linked tramsaction or
agreement, other exchange or rate protection transaction agreement, other similar transaction (however designated)
or any combination thereof or any option with respect thereto executed by the Corporation for the purpose of
moderating interest rate fluctuations or otherwise pursuant 1o the Act; and (iii) which has been designated by a
Centificate of an Authorized Officer to the Trustes and authenticated or otherwise registered by the Trustes under
the Resolutions as a Swap with respect to a Series of Obligations. "Swap” shall also include any such financial
arrangement described in clauses (ii) and (iii) above entered into by the Corporation with a Swap Provider as a
replacement of a Swap that has been terminated and which has been so designated by a Certificate of an Authorized
Officer to the Trustee with respect to a Series of Obligations.

"Swap Faciliry™ means an insurance policy, surery bond, lemer of credit or other credit enhancement with
respect to a Swap or any similar facility entered into for the same or similar purposes and may include Investment
Securiries properly pledged o the Corporation under the Resolutions pursuant to the Swap Facility or by the Swap
Provider, in each case satisfying or meeting the raring standards for investments of the Debt Service Reserve
Account, which is delivered to the Trusiee along with a Cernificate of an Authorized Officer 10 which a Rating
Affirmarion is attached. Payments by the Corporation under a Swap Facility related to a Swap shall be deemed Swap
Payments under the Resolutions and shall not be deemed Reimbursement Obligations and payments to the
Corporation under a Swap Facility related to a Swap shall be deemed Swap Receipts. Payment by the Corporation
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under a Swap Facility applicable to any fees, expenses or similar other charges or obligations thereunder shall be
a Cost of Issuance or a Program Expense.

"Swap Payment” means the net amount required to be paid in respect of interest by the Corporation under
a Swap tha is applicable to the interest rate exchange effected thereunder, but not (a) any fees, expenses or similar
other charges or obligations thereunder (which shall be either Program Expenses or Costs of Issuance) or (b) any
Termination Payment or other payments by the Corporation on account of termination of the Swap (which shall be
Other Obligations).

"Swap Provider” means a financial institution: (1) whose long term debt obligations are rated at least as hi gh
by at least two nationally recognized rating agencies as the greater of (a) the rating on the related Class of Bonds
or Notes authorized by the applicable Series Resolution authorizing such Swap and (b) "Aa"; (ii) whose obligations
under the Swap are fully covered by a Swap Facility and achieve the ratings described im (i): or (iii) whose
obligations under the Swap are secured by a pledge of Defeasance Securities in amounts sufficient to achieve the
ratings described in (i) hereof.

“Swap Receipt” means that net amount required to be paid to the Corporation under a Swap, but shall not
include any Termination Receipt.

"Tax-Exempt” means, with respect to any Series or Subseries of Obligations, that interest received by
Bondholders is not included in gross income for federal income tax purposes pursuant to Section 103 of the Code,
as evidenced by a Counsel's Opinion addressed to the Corporation.

"Termination Payment” means with respect to 2 Swap an amount required to be paid by the Corporation
1o the Swap Provider or related Swap Facility as a result of the termination of the Swap or pursuant to a Swap

Facility; provided that any payments by the Corporation on account of termination of a Swap shall be deemed Other
Obligations under the Resolutions.

"Termination Receipt” means with respect to a Swap an amount required to be paid to the Corporation by
the Swap Provider or related Swap Facility as a result of the termination of the Swap.

"Trust Estate™ means all property pledged under the Resolutions in trust for the benefit of the Owners of
the Obligations pursuant to the granting clauses of the Resolutions or pursuant to any Series Resolution.

Contract with Holder. The provisions of the Resolutions constitute a contract between the Corporation
and the Owners of the Obligations, and the pledges and assignments made in the Resolutions and the provisions,
covenants and agreements set forth therein are for the equal benefit, protection and security of the Owners of any
and all of such Obligations, each of which, regardiess of the time or times of its issue or maturity, shall be of equal
rank without preference, priority or distinction over any other thereof, except as expressly provided in the
Resolutions.

Pledge Effected by the Resolutions. To secure the payment of principal of and interest on the
Obligations, there is pledged, subject to the provisions of the Resolutions permitting the application thereof, for or
to the purposes and on the terms and conditions set forth in the Resolutions, the Trust Estate, including the
following: (i) all moneys, including Obligation proceeds, held in any of the funds and accounts (other than the
Rebate Account) established and held under the Resolutions or received by the Trustee for deposit in such funds
and accounts (other than the Rebate Account); (ii) all Loans, the Corporation’s right, title and interest in which is
funded through the application of assets described in (i) above, along with all documentation thereof and all rights
of the Corporation with respect thereto except as expressly provided in the Resolutions; (iii) all guarantee or
insurance payments with respect to Loans and interest thereon described in (ii) above; (iv) any grant or contributions
which may be received by the Corporation from any department, agency or instrumentality of the United States,
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or from any person; (v) all other Revenues; (vi) all rights of the Corporation with respect to any Origination
Agreement or Servicing Agreement; all rights of the Corporation under any Swap or Swap Facility and all direct
and indirect proceeds, of any of the assets described in (i) through (vii) above. The pledge shall be valid and binding
from and after the date of the Resolutions. In accordance with the statutory lien provisions of the Act, the Trust
Estate so pledged shall immediately be subject 1o the lien of such pledge without any physical delivery or further
act, and the lien of any such pledge shall be valid and binding as against all parties having claims of any kind in
tort, contract or otherwise against the Corporation, irrespective of whether such parties have notice thereof.

Nature of Security for Obligations. (A) The Resolutions create an issue of Obligations of the
Corporation and creates a continuing pledge and lien to secure the full and final payment of the principal of and
interest on such Obligations. The Bonds, Notes, Reimbursement Obligations, Swap Payments and any other
obligation of the Corporation arising under any Bond, Note, Obligation Facility or Swap shall be special and limited
obligations of the Corporation, payable solely from the Trust Estate without recourse against other assets of the
Corporation. The Bonds, Notes, Reimbursement Obligations, Swap Payments and any other obligation of the
Corporation arising under any Bond, Note, Obligation Facility or Swap shall not be deemed to constitute a debt or
liability of the Commonwealth or of any political subdivision thereof or a pledge of the faith and credit of the
Commonwealth or of any such political subdivision other than the Corporation.

(B) The pledges and assignments made and the provisions, covenants and agreements set forth in the
Resolutions to be performed by or on behalf of the Corporation shall be for the equal benefit, protection and security
of the Owners of any and all of such Obligations, each of which, regardless of the time or times of its issue or
maturity, shall be of equal rank without preference, priority or distinction over any other thereof, except as
expressly provided in the Resolutions.

(C) (i) Subject to the preceding paragraphs (A) and (B), all Bonds and MNotes identified as Senior
Obligations by the applicable Series Resolution authorizing their issuance shall have the same priority of claim as
to payment under the Resolutions, which priority shall be senior to that of all Subordinate Obligations;

{ii) Subject to the preceding paragraphs (A) and (B), all Bonds and Notes identified as Senior
Subordinate Obligations by the applicable Series Resolution authorizing their issuance shall have the same
priority of claim as to payment under the Resolutions, which priority shall be subordinate to all Senior
Obligations and senior to that of all Subordinate Obligations other than Senior Subordinate Obligations;

(iii) Subject to the preceding paragraphs (A) and (B), all Bonds and Notes identified as
Subordinate Obligations, other than Senior Subordinate Obligations, having the same priority by the
applicable Series Resolution authorizing their issuance shall have the same priority of claim as to payment
under the Resolutions, which priority: (a) shall be subordinate: (I) to all Senior Obligations; (II) to all
Senior Subordinate Obligations; (III) to all Subordinate Obligations expressly identified in such Series
Resolution or, if not addressed in such Series Resolution, in a subsequent Series Resolution as senior 1o
such Class; and (IV) 1o all Obligations having the same priority of claim as to payment as do Subordinate
Obligations so expressly identified; and (b) shall be senior: (I) to all Subordinate Obligations expressly
idenrified in suck Series Resolution or, if not addressed in such Series Resolution, in a subsequent Series
Resolution as subordinate to such Class; and (II) to all Obligations having the same priority of claim as to
payment as do Subordinate Obligations so expressly identified;

{(iv) Subject 1o the preceding paragraphs (A) and (B), Reimbursement Obligations and Swap
Payments arising in connection with any Class of Bonds or Notes shall have the same priority of claim as
10 payment under the Resolutions as does the applicable Class of Bonds or Notes;

(v) Subject to the preceding paragraphs (A) and (B), Other Obligations shall have a priority of
claim as to payment, under the Resolutions which shall be either the same as or subordinate to the
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Reimbursement Obligations or Swap Payments in conmection with which such Other Obligations arise as
specified in the Series Resolution authorizing the applicable Class of Bonds or Notes; and

{vi) No Owner of Obligations shall have any claim to any amounts properiy distributed from the
Trust Estate from time 1o time pursuant 1o the Resolutions and the recipients of any amount so distributed
shall in no event be required to refund such amount.

Establishment of Accounts. (A) The Resolutions create the following special trust accounts to be held
by the Trustee:

(1) Loan Account;

(2) Debt Service Reserve Account;
3) Revenue Account;

(4) Operating Account;

{5) Earnings Account; and

(6] Rebate Account.

(B} The Trustee shall establish and create such separate funds within any of the Accounts established
in subsection (A) of this Section as the Corporation may from time to time direct by delivery of a Centificate of an
Authorized Officer or, subject to the written direction of the Corporation as the Trustee may deem advisable 1o
facilitate the administration of the Trust Estate. Each such fund established within any Account shall be treated
separately for record keeping and reporting purposes but all such funds established within any Account, other than
the Rebate Account, shall constitute one undivided Account for all other purposes of the Resolutions except as the
Corporation may direct by delivery of a Centificate of an Authorized Officer. Each such fund established within
the Rebate Account with respect to any Series or Subseries of Obligations shall be treated as the sole fund available
in the Rebate Account with respect to such Series or Subseries while: (i) any amount remains credited to such fund;
and (ii) any obligation of the Corporation with respect to amounts in the Eamnings Account and the Rebate Account
remain unpaid or unperformed with respect to such Series or Subseries; provided, that the Corporation may from
time to time direct the Trustee to effect transfers between funds established in the Rebate Account by delivery of
a Certificate of an Authorized Officer accompanied by a Counsel’s Opinion to the effect that such transfer would
not violate the provisions of the Resolutions relating 1o Tax-Exempt Obligations. The Trustee may establish and
create such separate special trust accounts in addition to the Accounts established in subsection (A) of this Section
as the Trustee may deem advisable to facilitate the transfer of cash, Investment Securities or Loans into or out of
the Trust Estate or berween Accounts established in subsection-(A) of this Section. Each special trust account so
established shall constitute a part of the Trust Estate and any asset deposited to any special trust account s0
established shall constitute an asset of the Trust Estate and, with respect 1o assets transferred from an Account
established in subsection (A) of this Section 10 a special trust account so established, an asset of the Account from
which such asset was so transferred for all purposes of the Resolutions.

(C) All moneys and securities deposited in the Accounts and held by the Trustee pursuant to the
Resolutions shall be held in trust and applied only in accordance with the provisions of the Resolutions.

Loan Account. There shall be deposited 1o the credit of the Loan Account a portion of the proceeds of
each Series other than any Series of Refunding Obligations. Amounts so credited which represent original proceeds
of a Series of Obligations and which are deposited thereto for application to the financing and refinancing of Student
Loans described in clause (A) of the definition thereof or pursuant to any program described in clause (B) of such
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definition shall be so applied prior to the application of amounts deposited to the credit of the Loan Account for such
application from the proceeds of any subsequently issued Series of Obligations or from any other source.

Amounts in the Loan Account shall be expended only: (a) to finance and refinance Student Loans, including
the payment of any origination fees, origination discounts, transfer fees and acquisition premiums and to pay Costs
of Issuance; (b) to apply to the redemption of Obligations in accordance with the Resolutions; (¢) to provide amounts
for transfer to the Revenue Account in accordance with the Resolutions: and (d) to provide amounts for transfer to
the Operating Account in accordance with the Resolutions. All Loans financed or refinanced by application of
amounts in the Loan Account shall be credited to the Loan Account, notwithstanding that the notes or other evidence
of such Loans shall be held by the Servicer.

The Resolutions provide that the Corporation may at any time direct the Trustee in writing to apply amounts
in the Loan Account to the redemption, purchase or retirement of any Obligations in accordance with their terms
and the provisions thereof, but only if there is delivered to the Trustee, along with such written direction, a
Certificate of an Authorized Officer stating that, in the judgment of the Corporation, such transfer or application
would not materially and adversely affect the security pledged to the payment of any Obligations remaining
Outstanding. The Resolutions further provide, with respect to the Series 1997-A Bonds and the Series 1997-B
Bonds, that all amounts credited to the Loan Account upon issuance of the Series 1997-A Bonds and the Series
1997-B Bonds, respectively, as original procesds of the Series 1997-A Bonds and the Series 1997-B Bonds which
have not been applied to finance Student Loans on or before May 1, 1999, or such later date as may be established
by a Certificate of an Authorized Officer accompanied by a Rating Affirmation, shall be applied to the redemption
of the Series 1997-A Bonds and the Series 1997-B Bonds, respectively.

The Resolutions provide that, in the event that amounts available in the Revenue Account, along with all
other amounis available for transfer to the Revenue Account from sources other than the Debt Service Reserve
Account and the Loan Account, shall at any time be insufficient to fund payments therefrom in accordance with
Paragraphs FIRST, SECOND, THIRD or FOURTH included under "— SUMMARY OF CERTAIN PROVISIONS
OF THE RESOLUTIONS — Revenue Account” in this APPENDIX B, the Trustee shall transfer the amount
necessary to fund such payment to the Revenue Account, but only to the extent of cash then credited to the Loan
Account without liquidating Loans credited thereto.

The Resolutions provide that, in the event that amounts available in the Revenue Account, along with all
other amounis available for transfer to the Revenue Account from sources other than the Loan Account, shall at any
time be insufficient to fund payments therefrom in accordance with Paragraphs FIRST, SECOND, THIRD or
FOURTH included under "— SUMMARY OF CERTAIN PROVISIONS OF THE RESOLUTIONS — Revenue
Account” in this APPENDIX B, the Trustee shall transfer the amount necessary to fund such payment to the
Revenue Account and shall liquidate Loans to the extent necessary to effect such transfer.

The Resolutions provide that, subject 1o any provision contained in a Series Resolution limiting the payment
of Program Expenses, in the event that the amounts available in the Operating Account, along with all other amounts
available for transfer to the Operating Account from sources other than the Loan Account, shall at any time be
insufficient to pay estimated Program Expenses then unpaid or becoming payable during the applicable period
beginning on the next preceding Interest Payment Date or during the applicable period beginning on the date of
issuance, as estimated by the Corporation and as set forth in the Certificate of an Authorized Officer of the
Corporation, the Corporation shall direct the Trustee to and the Trustee, upon receipt of such Certificate, shall
transfer the amount set forth in such Centificate to the Operating Account.

The Series 1997-A Bond Resolution and the Series 1997-B Bond Resolution limit the annual amount
expended from the Trust Estate to pay certain Program Expenses to 1.65% of the principal balance of Loans

credited to the Loan Account or such other percentage as may be established by a Cerificate of an Authonzed
Officer of the Corporation accompanied by a Rating Affirmation.
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Debt Service Reserve Account. Except as may be set forth in any Series Resolution, in the event that
amounts available in the Revenue Account are insufficient, subsequent 1o any transfer thereto from the Loan Account
as set forth in the Resolutions, to fund certain payments therefrom, including the principal of, or the interest on,
the Senior Obligations or the Subordinate Obligations, the Trustee shall transfer the amount necessary to fund such
payment from the Debt Service Reserve Account to the Revenue Account.

In the event that amounts in the Debt Service Reserve Account shall at any time exceed the aggregate
requirement therefor established by each applicable Series Resolution, taking into account all transfers and payments
of principal to be effected on the date of calculation, such excess shall be transferred, upon the written direction
of the Corporation, to the Revenue Account or the Loan Account or, in the absence of such direction, to the
Revenue Account.

Revenue Account. Except as otherwise provided by a Series Resolution, all Revenues are to be deposited
promptly with the Trustee in the Revenue Account. The Trustee is to apply, at the direction of the Corporation, all
moneys then deposited therein as follows and in the following order of priority:

FIRST: On any Business Day, 1o apply to the payment to a borrower or to the federal government
of amounts required pursuant to the Applicable Law with respect to rebates of amounts
paid by borrowers, to origination fees and to insurance or to guarantes fees, as established
by delivery of a Certificate of an Authorized Officer;

SECOND: With respect 1o any Tax-Exempt Series or Subseries of Obligations, on any Business Day,
to transfer to the credit of the Rebate Account, to the extent of funds available, an amount
sufficient, along with the other amounts: (i} credited thereto, subsequent to all transfers or
credits thereto on the preceding Business Day; (ii) credited thereto on such Business Day
as earnings upon the Rebate Account; or (iii) transferred thereto on such Business Day
from the Eamnings Account, to fund required paymenis from the Rebate Account on such
date;

THIRD: With respect to any Tax-Exempt Series or Subseries of Obligations, on any Business Day,
to apply in accordance with the requirements of the Arbitrage Certificate to assure
compliance with the Resolutions;

FOURTH: On any Interest Paymemnt Date, other date upon which principal of Obligations is payable
or other date upon which a Reimbursement Obligation or Swap Payment is payable, and
subsequent to the foregoing applications, to transfer to the Paying Agent an amount
sufficient 10 fund payments in the following order of priority: (i)all interest,
Reimbursement Obligations in respect of interest and Swap Payments on Senior Obligations
due on such date, and all principal and Reimbursement Obligations in respect of Senior
Obligations due on such date (other than pursuant to optional redemption), on a pro rata
basis within such Class; (ii) to the credit of the Debt Service Reserve Account, the amount
necessary 1o cause the balance therein to egual the aggregate requirement therefor
established in each Series Resolution; and (jii) with respect to each successive Class of
Subordinate Obligations having the next most senior priority as to payment hereunder, all
interest, Reimbursement Obligations in respect of interest and Swap Payments due on such
date and all principal and Reimbursement Obligations in respect of principal due on such
date (other than pursuant to optional redemption), on a pro rata basis within such
respective Class;

FIFTH: On the Iést Business Day of each calendar guarter and subsequent to the foregoing
applications, to transfer to the credit of the Operating Account, to the extent of amounts
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SIXTH:

SEVENTH:

EIGHTH:

NINTH:

TENTH:

available, an amount sufficient, zlong with zll other amounts available therefor, to pay
Program Expenses then unpaid and payable or becoming payable during the next quarterly
period;

On any Interest Payment Date and subsequent to the foregoing applications, to transfer 1o
the Paying Agent an amount sufficient to fund payment of any Carry-over Amount payable
pursuant to any Series Resolution, with respect to each successive Class of Senior and
Subordinate Obligations, in descending order of priority as to pavment hereunder, on a pro
rata basis within such respective Class;

On any date upon which Obligations are payable pursuant to redemption, and subsequent
to the foregoing applications, to transfer to the Paying Agent an amount sufficient to fund
payvments in the following order of priority: (i) all principal and Reimbursement
Obligations in respect of principal and of Senior Obligations due on such date pursuant to
optional redemption along with any associated premium, on a pro rata basis within such
Class; and (ii) all principal and Reimbursement Obligations in respect of principal of each
successive Class of Subordinate Obligations having the next most senior priority as to
payment hereunder due on such date pursuant to optional redemption, along with any
associated premium, on a pro rata basis within such respective Class;

On any Interest Payment Date and subsequent to the foregoing applications, if so directed
by a Certificate of an Authorized Officer, to transfer to the Paying Agent the amount so
certified for application to the redemption of Obligations as directed in such Certificate in
accordance with their terms and the provisions of the Resolutions;

On any Interest Payment Date and subsequent to the foregoing applications, if: (i) so
directed by a Certificate of an Authorized Officer stating the amount of Excess Coverage
which would otherwise exist, after giving effect to all other transfers made or to be made
pursuant hereto on such date; and (ii) a Cash Flow Projection shall have been delivered
10 each Rating Agency, with a copy to the Trustee, which Cash Flow Projection shall be
prepared assuming such transfer, to transfer in accordance with a Cerificate of an
Authorized Officer, an amount not in excess of the amount of Excess Coverage so certified
free and clear of the lien of the Resolutions; and

Om any Interest Payment Date which occurs prior to the end of any applicable Recycling
Period and subsequent 1o the foregoing applications, to transfer 1o the credit of the Loan
Account an amount established by delivery of a Cenificate of an Authorized Officer
evidencing that the aggregate amount of funds which the Corporation then projects that it
might apply, if credited 1o the Loan Account, to finance Student Loans during the then
current Fiscal Year exceeds the amount credited to the Lozn Accoumnt and available for
such purpose by at least such amount.

Operating Account. Amounts on deposit in the Operating Account shall be used only to pay Program
Expenses as due and may be released to the Corporation for such purpose on the last Business Day of any calendar
month, or on such other monthly dates as may be requested by the Corporation from time to time in writing with
respect to any Series of Obligations in an amount not exceeding the estimated amount of Program Expenses then
unpaid or becoming pavable during the next succeeding calendar month, as established by delivery of a Cerificate
of an Authorized Officer serting forth such amount; provided, that the portion of such amounts attributable 1o any
Series to which an Obligation Facility applies shall be paid to the applicable Obligation Facility Provider upon the
written direction of such applicable Obligation Facility Provider received by the Trustee during such period
subsequent to an Event of Default and prior to an Obligation Facility Provider Default; and, further provided, that
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the aggregate amount so released or paid within any calendar quarter shall not exceed the assumption therefor
reflected in the then current Cash Flow Projection.

Earnings Account. With respect to the Series 1997-B Bonds and any other Tax-Exempt Series or
Subseries of Obligations, there shall be credited to the Eamings Account all amounts received in any Account, other
than the Rebare Account, as interest earnings or net gain on disposition of investments, other than Loans, in excess
of the Obligation Yield, but only if such deposit is required by the applicable Arbitrage Cenificate.

With respect to the Series 1997-E Bonds and any other Tax-Exempt Series or Subseries of Obligations, but
only if such deposit is required by the applicable Arbitrage Centificate, on tne first Business Day following each
computation period, amounts in the Eamnings Account shall be deposited into the Rebate Account such that the
amount held in the Rebate Account after such deposit is equal to the rebate amount calculated as of the last day of
the computation period pursuant to written instructions from the Corporation. Following such transfers, amy
amounts on deposit in the Eamings Account shall be deposited 1o the Revenue Account.

Rebate Account. Upon receipt of written instructions from an Authorized Officer, amounts with respect
to rebate liability which are transferred from the Earnings Account if applicable, or from the Revenue Account, to
the Rebate Account shall be rebated to the United States at the times and in the amounts set forth in the Resolutions.

Investment of Certain Funds. Subject to the right of the Corporation to direct in writing the investment
or deposit of funds in accordance with the Resolutions, moneys in any Account except as provided in the Resolutions
shall be continuously invested and reinvested or deposited and redeposited by the Trustee in the highest yield
Investment Securities, with a view toward maximizing vield (with proper preservation of principal) and minimizing
the instances of uninvested funds.

Investment Securities purchased as an investment of moneys in any Account held by the Trustee under the
Resolutions shall be deemed at all times to be a part of such Account, but with respect to any Tax-Exempt Series
or Subseries of Obligations, the income or interest eamed and gains realized in excess of losses suffered by an
Account other than the Rebate Account due to the investment thereof shall be deposited in the Earnings Account,
but only if such deposit is required by the applicable Arbitrage Cemificate or, subject to compliance with certain
requirements, shall be deposited in the Revenue Account or credited as Revenues to the Revenue Account from time
to time and reinvested, in accordance with the Resolutions.

Valuation of Investments. (A) In computing the amount in any Account, obligations other than Loans
purchased as an investment of moneys therein shall be valued at amortized value, unless otherwise provided in the
applicable Series Resolution provided, however, that Investment Securities credited 1o the Debt Service Reserve
Account shall be valued ar the then current market value as determined by the Trustee as of the last day of each
month. Amortized value means par, if the obligation was purchased at par, or, when used with respect to an
obligation purchased at a premium above or a discount below par, means the value as of any given time obiained
by dividing the total premium or discount ar which such obligation was purchased by the number of interest
payments remaining on such obligation after such purchase and deducting the amount thus calculated for each
interest payment date after such purchase from the purchase price in the case of an obligarion purchased at a
premium or adding the amount thus calculated for each interest payment date after such purchase 1o the purchase
pricé in the case of an obligation purchased at a discount. Loans shall be valued at par plus: (i) accrued interest;
and (ii) with respect to Loans described in clause (A) of the definition thereof in Section 1.1, accrued but unpaid
federal obligations, if any, other than interest, applicable to such Loans, in each case as evidenced by the Certificate
of an Authorized Officer.

Loan Program. The Corporation shall, from time to time, with all practical dispaich and in a sound and

economical manner consistent in all respects with the Resolutions and sound banking practices and principles: (i) do
all such acts and things necessary to receive and collect Revenues sufficient 1o pay the expenses of the Loan
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Program; and (ii) diligently enforce and take all steps, actions and proceedings reasonably necessary in the judgment
of the Corporation 1o protect its rights with respect to, 1o maintain any insurance on and to enforce all terms,
covenants and conditions of Loans.

For so long as any Obligations are Quistanding, the Corporation shall administer the Loan Program in such
manner as to ensure that the Loan Program and the Loans will benefit, to the optimum extent, from its contractual
rights relative to all Loans.

The Corporation shall, either directly, or through its Servicers, diligently collect all principal and interest
payments on all Loans held under the Resolutions, and all applicable interest subsidy payments, surety, insurance
or guaraniee claims and special allowance payments; subject, however, to the reserved rights of the Corporation:
{i) to implement programs which have the effect of reducing Student Loan revenue received for purposes of reducing
overall costs of administering such Student Loans or of benefitting the borrowers; and (ii) subsequent to delivery
to the Trustee of a Certificate of an Authorized Officer to which is attached a Rating Affirmation and, if any Tax-
Exempt Series or Subseries of Obligations is then Quistanding, a Counsel’s Opinion to the effect that the capacity
of the Corporation to comply with the Tax Covenants set forth in the Resolutions with respect to such Senes or
Subseries would not be materially reduced solely as a result thereof, 1o finance and refinance Student Loans which
are affected by such programs by application of amounts in the Loan Account. The Corporation shall, or through
its Servicers shall, cause the filing and assignment of such claims within the time prescribed by Applicable Law.
The Corporation will remain, with respect to such Loans, in material compliance with all Applicable Law which
applies to the Loan Program and to such Loans and will take no action to jeopardize the right to receive any federal
payments with respect to the Loans described in clause (A) of the definition of Student Loans to which such
payments may be applicable.

Except as otherwise provided in the Resolutions, the Corporation may at any time sell, assign, transfer or
otherwise dispose of a Loan credited to the Loan Account at a price:

(i) in excess of the principal amount thereof (plus accrued borrower interest) or equal to or
in excess of the purchase price paid by the Corporation for such Loan (less principal amounts received with
respect to such Loan);

{ii) equal to the principal amount thereof (plus accrued borrower interest), when necessary
to fund a transfer pursuant to the Resolutions; or

(1ii) lower than the principal amount thereof (plus accrued borrower interest) when the
Corporation delivers 1o the Trustee and each Obligation Facility Provider, as required, a Certificate of an
Authorized Officer stating thai:

{a) the Corporation reasonably believes that the Revenues expecied to be received
(after giving effect to such sale, assignment, transfer or other disposition) would be at least equal
to the Revenues expected to be received assuming no such sale, assignment, transfer or other
disposition occurred, or

) the Corporation shall remain able to pay debt service on the Obligations on 2
timely basis (after giving effect to such sale, assignment, transfer or other disposition) whereas
it would not have been able to pay on a timely basis if it had not sold, assigned, transferred or
disposed of the Loans at such discounted amount, or

ic) the amount on deposit in the Accounts (excluding the Eamnings Account, the
Rebate Account and the Operating Account), including the Loans therein (valued at par plus
accrued interest and accrued special allowance payments, if any), and the then current value of
the cash and Investment Securities in such Accounts (after giving effect to such sale, assignment,
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transfer or other disposition) will be at least equal to the principal amount of the Outstanding
Obligations plus accrued interest, or

(d} the amount for which the Loan is being sold, assigned, transferred or disposed
of is equal 1o the purchase price paid by the Corporation for such Loan (less principal amounts
received with respect to such Loan).

Under all circumstances, the Corporation shall sell Loans if necessary 1o prevent the occurrence of an Event
of Default.

Power to Issue Obligations and Pledge Revenues, Funds and Other Property. The Corporation is duly
authorized under all applicable laws to authorize and issue the Obligations and to enter into, execute and deliver the
Resolutions and to pledge the assets and revenues purported to be pledged thereby in the manner and to the extent
therein provided. The assets and revenues so pledged are and will be free and clear of any pledge, lien, charge or
encumbrance thereon, or with respect thereto prior to, or of equal rank with, the pledge created thereby, and all
corporate or other action on the part of the Corporation to that end has been and will be duly and validly taken. The
Obligations are and will be the valid and legally enforceable obligations of the Corporation in accordzance with their
respective terms and the terms of the Resolutions. The provisions of the Resolutions are and will be a valid and
legally enforceable obligation of the Corporation in accordance with its terms. The Corporation shall at all times,
to the extent permitted by law, defend, preserve and protect the pledge of the Revenues and other assets and
revenues, including rights therein pledged under the Resolutions, and all the rights of the Holders under the
Resolutions against all claims and demands of all persons whomsoever.

Further Assurance. At any and all times the Corporation shall, so far as it may be authorized by law,
pass, make, do, execute, acknowledge and deliver, all and every such further resolutions, acts, deeds, conveyances,
assignments, transfers and assurances as may be necessary or desirable for the better assuring, conveying, granting,
pledging, assigning and confirming all and singular the rights, Revenues and assets hereby pledged or assigned, or
intended so to be, or which the Corporation may become bound 1o pledge or assign.

Tax Covenants. With respect to the Series 1997-B Bonds and any other Tax-Exempt Series or Subseries
of Obligations, the Corporation shall at all times do and perform all acts and things necessary or desirable in order
to assure that interest paid on the Obligations shall, for the purposes of federal income taxation, be excludable from
the gross income of the recipients thereof and exempt from such taxation. The Corporation shall not permit at any
time or times any of the proceeds of the Series 1997-B Bonds and any other Tax-Exempt Series or Subseries of
Obligations or any other funds of the Corporation to be used directly or indirectly 1o acquire any securities or
obligations, the acquisition of which would cause any of the Series 1997-B Bonds or any of such other Tax-Exempt
Series or Subseries of Obligations to be an "arbitrage bond” as defined in the Code.

Series Resolutions Effective Upon Filing with the Trustee. For any one or more of the following
purposes and at any time or from time to time, a Series Resolution of the Corporation may be adopted, which, upon
the filing with the Trustee and each Obligation Facility Provider applicable to an affected Series of a copy therenf
so identified by a Cerificate of an Authorized Officer, shall be fully effective in accordance with its terms upon
the fifieenth day subsequent to such filing, or with respect to any Series Resolution exclusively for the purpose
described in Paragraph (5) of this Section shall be fully effective as provided in such Series Resolution; provided,
that the written consemt of any affected Obligation Facility Provider to any such Series Resolution, other than 2
Series Resolution described in Paragraph (5), (6) or (7) (which shall require no consent except such consent as may
be required by a Series Resolution authorizing any Series of Obligations) has been received by the Trustee on or
prior to such date, or else upon receipt of such consent:

(1) to add to the Resolutions other covenants and agreements to be observed by the Corporation which
are not comtrary to or inconsistent with the Resolutions as theretofore in effect; or
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(2) to add to the Resolutions other limitations and restrictions to be observed by the Corporation which
are not contrary 1o or inconsistent with the Resolutions as theretofore in effect; or

(3 to surrender any right, power or privilege reserved to or conferred upon the Corporation by the
terms of the Resolutions, but only if the surrender of such right, power or privilege is not contrary to or
inconsistent with the covenants and agreements of the Corporation contained in the Resolutions; or

{4) to confirm, as further assurance, any pledge under, and the subjection to any lien or pledge created
or to be created by, the Resolutions, of the Revenues or of any other revenues or assets; or

(5) to authorize the issuance of one or more Series of Obligations and to prescribe the terms and
conditions upon which such Obligations may be issued; or

(6) to modify any provision of the Resolutions if such modification is applicable only to Obligations
to be issued subsequent to the effective date of such Series Resolution and if, in Counsel’s Opinion, such
modification does not materially affect any Outstanding Series: or

(7} to implement any change in the corporate structure of the Corporation subsequent to the date
hereof which results in the assignment of the duties of the Corporation hereunder to one or more successor,
subsidiary or affiliated entities.

Series Resolutions Effective Upon Consent of Trustee. (A) For any one or more of the following
purposes, 2 Series Resolution may be adopted, which, upon (i) the filing with the Trustee and each Obligation
Facility Provider applicable to an affected Series of a copy thereof certified by a Authorized Officer, and (ii) the
filing with the Trustee, each applicable Obligation Facility Provider and the Corporation of an instrument in writing
made by the Trustee consenting thereto, shall be fully effective in accordance with its terms upon the fifieenth day
subsequent to such filing; provided, thar the written consent of each applicable Obligation Facility Provider to any
such Series Resolution is received by the Trustee on or prior to such date, or else upon receipt of such consent:

(1) to cure any ambiguity, supply any omission, or cure or correct any defect or inconsistent provision
in the Resolutions; or

(2) to insert such provisions clarifying matters or questions arising under the Resolutions as are
necessary or desirable and are not contrary to or inconsistent with the Resolutions as theretofore in effect;
or

(3) to provide for additional duties of the Trustee in connection with the Loans; or
(4) to provide for the orderly sale or remarketing of Obligations.
(B) Any such Series Resolution may also contain one or more of the purposes specified in the section

entitled "Series Resolutions Effective Upon Filing With the Trustee” above, and in that event, the consent of the
Trustee shall be required only to those provisions of such Series Resolution as shall contain one or more of the

: purposes set forth in subsection (A) above.

Series Resolutions Effective Upon Consent of Holders. A Series Resolution may be adopted subject to
consent by Holders in accordance with and subject to the Resolutions and each Obligation Facility Provider. Any
such Series Resolution shall become fully effective upon the filing with the Trustee of a copy thereof cenified by
an Authorized Officer and upon compliance with the Resolutions.
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Powers of Amendment. Any modificarion of or amendment to the Resolutions may be made by a Series
Resolution, but only, in the event such Series Resolution shall be pursuant to the Section entitled "Series Resolution
Effective upon Consent of Holders", with the written consent given as provided in the Resolutions (i) of the Owners
of at least fifiy-one percent (51%) in principal amount of the Most Senior Outstanding Obligations which are
Outstanding at the time such consent is given or (ii) in case less than all of the Most Senior Outstanding Obligations
then Outstanding are affected by the modification or amendment, of the Owners of at least fifty-one percent (51%)
in principal amount of the Most Senior Ourstanding Obligations so affected and Outstanding at the time such consent
is given; provided, that consent of the applicable Obligation Facility Provider shall be deemed to establish consent
of at least fifty-one percent (51 %) of the Owners of a Series. If any such modification or amendment will not take
effect so long as any Most Senjor Outstanding Obligations of a specified maturity remain Outstanding, however,
the consent of the Owners of such Most Senior Outstanding Obligations shall not be required and such Most Senior
Outstanding Obligations shall not be deemed to be Qutstanding for the purpose of any calculation of Outstanding
Most Senior Outstanding Obligations under the Resolutions. No such modification or amendment shall permit a
change in the terms of redemption or marturity of the principal of any Qutstanding Obligation or of any installment
of interest thereon or a reduction in the principal amount or redemption price thereof or in the rate of interest
thereon without the consent of the Owner of such Obligation or shall reduce the percentages or otherwise affect the
Classes of Obligations, the consent of the Owners of which is required to effect any such modification or
amendment, or shall change or modify any of the rights or obligations of any Fiduciary without its written assent
thereto. The Trustee may in its sole discretion determine whether or not in accordance with the foregoing powers
of amendment Obligations of any particular maturity would be affected by any modification or amendment of the
Resolutions and any such determination shall be binding and conclusive on the Corporation and all Owners of
Obligations. No such modification or amendment shall change or modify any of the rights or obligations of any
Fiduciary without the filing with the Trustee of the written assent thereto of such Fiduciary in addition to the consent
of the Holders.

Consent of Holders. (A} A copy of any Series Resolution making a modification or amendment which
is not permitted by the Resolutions (or brief summary thereof or reference thereto in form approved by the Trustee),
together with a request for their consent thereto, shall be mailed by the Corporation to each applicable Obligation
Facility Provider, prior to an Obligation Facility Provider Default, or 1o the Owner of each Most Senior Outstanding
Obligation afier an Obligation Facility Provider Default. Such Series Resolution shall not be effective unless (i) there
shall have been filed with the Trustee (a) the written consents specified above in "Powers of Amendment” and (b) a
Counsel's Opinion stating that such Series Resolution has been duly and lawfully adopted by the Corporation in
accordance with the provisions of the Resolutions, is authorized or permitted by the Resolutions and is valid and
binding upon the Corporation, (ii) published notice shall have been given as hereinafter provided in the Resolutions
and (iii) the written consent of each applicable Obligation Facility Provider has been received by the Trustee.

(B) MNotice stating in substance that the Series Resolution has been consented to by the Owners of the
required percentages of Most Senior Cutstanding Obligations and will, subject to receipt of consent by each
applicable Obligation Facility Provider, be effective as provided in the Resolutions, shall be given 1o Holders by
the Corporation: (i) either by publication in not less than two newspapers or financial journals printed in the English
language and customarily published (except in the case of legal holidays) ar least once a day for art least five days
in each calendar week, one of which is of general circulation in the City of Louisville, Kenmcky and one of which
is of general circulation in the Borough of Manhartan, Ciry and State of New York or by distribution by electronic
medium devored 1o matters affecting the public marker for obligations of Commonwealth and local governments and
their instrumentalities and deposit with a2 municipal bond secondary market disclosure repository approved for such
purpose by the federal Securities and Exchange Commission or the Municipal Securities Rulemaking Board; and
(ii) by mailing such notice to the Holders (but failure to mail such notice shall not prevent such Series Resolution
from becoming effective and binding as provided in this Section). Such Series Resolution making such amendment
or modification shall be deemed conclusively binding upon the Corporation, the Fiduciaries, the Owners of all
Obligations and each applicable Obligation Facility Provider upon its execution and delivery in accordance with the
provisions of the Resolutions.
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Modifications by Unanimous Consent. The terms and provisions of the Resolutions and the rights and
obligations of the Corporation and of the Owners of the Obligations may be modified or amended in any respect
upon the adoption and filing by the Corporation of a Series Resolution and the consent of each applicable Obligation
Facility Provider and of Owners of all the Obligations then Outstanding, but no such modification or amendment
shall change or modify any of the rights or obligations of any Fiduciary without the filing with the Trustee of the
written assent thereto of such Fiduciary in addition to the concent of the Holders. No notice of any such modification
or amendment to Holders shall be required.

Events of Default. Each of the following events is an "Event of Default™ under the Resolutions:

(1) payment of the principal of or Redemption Price, if any, on any Most Senior Qutstanding
Obligation shall not be made when and as the same shall become due, whether at maturity or upon call for
redemption or otherwise; or

{2) payment of any installment of interest on any Most Senior QOutstanding Obligation shall not be
made when and as the same shall become due; or

(3) the Corporation shall fail or refuse to comply with the other provisions of the Resolutions, or shall
default in the performance or observance of any of the covenants, agreements or conditions on its part
contained in the Resolutions or in the Obligations, and such failure, refusal or default shall continue for
a period of thirry days afier written notice thereof by the Trustee, each applicable Obligation Facility
Provider or the Owners of not less than fifty-one percent (51 %) in principal amount of the Most Senior
Quistanding Obligations Qutstanding, except that if the Corporation is taking steps to cure the event and
the event is curable within a reasonable period of time, such event shall not be an Event of Default; or

@ the Corporation shall:
(a) admit in writing its inability to pay its debts generally as they become due; or

()] consent to the appoimment of a custodian (as that term is defined in the federal
Bankrupicy Code) for, or assignment to 2 custodian of, the whole or any substantial part
of the Corporation’s property, or fail to cause to be stayed, set aside or vacated within
one hundred and twenty (120) days from the date of entry thereof any order or decree

entered by a court of competent jurisdiction ordering such appointment or assignment;
or

(c) commence any proceeding or file a perition under the provisions of the federal
Bankruptcy Code for liquidation, reorganization or adjustment of debts, or under any
insolvency law or other starute or law providing for the modification or adjustment of the
rights of creditors or fail to cause 1o be stayed, set aside or vacated within one hundred
and twenty (120) days from the date of entry thereof any order or decree entered by a
court of competent jurisdiction pursuant to an involunmary proceeding, whether under
federal or state law, providing for liquidation or reorganization of the Corporation or
modification or adjustment of the rights of creditors.

Acceleration. If any Event of Default specified in paragraphs (1) or (2) of the definition of "Event of
Default” above shall have happened and be continuing, the Trustee may, and upon the written request of the Owners
of not less than fifty-one percent (51%) in aggregate principal amount of Most Senior Qutstanding Obligations
Outstanding shall by notice in writing delivered to the Corporation, declare the principal of and interest accrued on
all Obligations then Ouistanding immediately due and payzble. At any time before such declaration, the Owners of
twenty-five percent (25%) in principal amount of the Most Senior Outstanding Obligations Outstanding with, subject
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to the provisions of the Resolutions, the prior consent of each applicable Obligation Facility Provider, by written
notice 1o the Corporation and the Trustee, may rescind and annul such direction and its consequences if:

(1) there has been paid to or deposited with the Trustee by or for the account of the
Corporation, or provision satisfactory to the Trustee has been made for the payment of, a sum sufficient to pay:

(A) all overdue installments of interest on all Obligations;

(B) the principal of any Obligations which have become due otherwise than by such
declaration of acceleration and interest thereon at the rate or rates bormne by the Obligations;

(C) to the extent that payment of such interest is lawful, interest upon overdue installments
of interest at the rate or rates borne by the Obligations; and

(D) all sums paid or advanced by the Trustee under the Resolutions, and the reasonable
compensation, expenses, disbursements and advances of the Trustee, its agents and counsel, and other
Fiduciaries;

{2) all Events of Default, other than the non-payment of the principal of and interest on
Obligations which have become due solely by such declaration of acceleration, have been cured or waived as
provided in the Resolutions.

Mo such rescission and annulment shall affect any subsequent default or impair any right consequent thereon.

Other Remedies. (A) Upon the happening and continvance of any Evemt of Default described in
paragraphs (1) or (2) of the definition of "Event of Default™ above, the Trustee shall immediately notify the
Corporation, each applicable Obligation Facility Provider and each other Fiduciary of the existence of such Event
of Default and shall proceed, or upon the happening and continuance of any Event of Default specified in paragraphs
{3) or (4) of the definirion of "Event of Default” above, the Corporation shall immediately notify the Trustee and
each other Fiduciary and the Trustee may proceed and, upon the written request of the Owners of not less than fifty-
one percent (51%) in principal amount of the Most Senior Outstanding Obligations Outstanding or, prior to an
Obligarion Facility Provider Default of each applicable Obligation Facility Provider, shall proceed, in its own name,
to protect and enforce the rights of the Holders and each applicable Obligation Facility Provider by such of the
following remedies, as the Trustee, being advised by counsel, shall deem most effectual to protect and enforce such
rights:

(1) by mandamus or other suit, action or proceeding at law or in equity, 1o enforce all rights

. of the Holders and each applicable Obligation Facility Provider, including the right to require the

Corporation to receive and collect Revenues adequate to carmy out the covenants and agreements as to, and

the assignment of, the Loans and to require the Corporation to carry out any other covenants or agreements
with Holders and 1o perform its duties as prescribed by law;

(2) by bringing suit upon the Obligations;

(3) by action or suit in equity, to require the Corporation to account as if it were the trustee
of an express trust for the Owners of the Obligations and each applicable Obligation Facility Provider;

4) by action or suit in equity to enjoln any acts or things which may be unlawful or in
violation of the rights of the Owners of the Obligations and each applicable Obligation Facility Provider;
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() by declaring all Obligations due and payable, (but only with the wrinen consent of all
Owners of Most Senior Qutstanding Obligations, if such Event of Defaulr is the result of nonpayment of
the principal of or interest on Subordinate Obligations, and only with the written consent of all Owners of
Obligations, if such Event of Default is not the result of nonpayment of the principal of or interest on
Obligations) and if all defaults shall be cured, then, with the written consent of the Owners of not less than
fifty-one percent (51%) in principal amount of the Most Senior Outstanding Obligations Outstanding and
each applicable Obligation Facility Provider, by annulling such declaration and its consequences; or

(6) with, prior to an Obligation Facility Provider Default, the prior written consent of each
applicable Obligation Facility Provider in the event thar all Obligations are declared due and payable, by
selling Loans credited to the Loan Account and Investment Securities.

(B) Except upon the occurrence and during the continuance of an Event of Default, the Corporation
expressly reserves and retains the privilege to receive and, subject to the terms and provisions of the Resolutions,
to keep or dispose of, claim, bring suit upon or to otherwise exercise, enforce or realize upon its rights and interest
in and to the Loans and the proceeds and collections therefrom, and neither the Trustee, nor any applicable
Obligation Facility Provider, nor any Holder shall in any manner be or be deemed to be an indispensable party to
the exercise of any such privilege, claim or suit.

Priority of Pavments After Default. (A) In the event that upon the happening and continuance of any
Event of Default the funds held by the Trustee and Paying Agents shall be insufficient for the payment of principal
of or Redemption Price and interest then due on the Obligations, such funds (other than funds held for the payment
of principal or premium of or interest on particular Obligations which have theretofore become due at marurity or
redemption allocable to each Series affecied), and any other amounts received or collected by the Trustee acting
pursuant to the Resolutions after making provision for the payment of any expenses necessary in the opinion of the
Trustee to protect the interest of the Owners of the Obligations and for the payment of the charges and expenses
and liabilities incurred and advances made by the Trustee or any Paying Apgents in the performance of their
respective duties under the Resolutions, shall be applied to the extent allocable to each affected Series of Obligations
as follows:

(1) Unless the principal of all of the Obligations shall have become or have been declared
due and payable:

FIRST: To the payment to the persons entitled thereto of all installments of interest,
Reimbursement Obligations in respect of interest and Swap Payments on Most Senior Outstanding
Obligations then due in the order of the maturity of such installments, and, if the amount available
shall not be sufficient to pay in full any installment, then to the payment thereof ratably, according

to the amounts due on such installment, to the persons entitled thereto, without any discrimination
or preference;

SECOND: To the payment to the persons entitled thereto of the unpaid principal and
Reimbursement Obligations in respect of principal of Most Senior Outstanding Obligations, along
with any associated premium, which shall have become due and if the amounts available shall not
be sufficient to pay in full all the Most Senior Outstanding Obligations due, then to the payment
thereof ratably, according to the amounts of principal or Redemption Price due on such date, to
the persons entitled thereto, without any discrimination or preference;

THIRD: With respect to each successive Class of Subordinated Obligations having the
next most senior priority as to payment: (A) to the payment to the persons entitled thereto of all
installments of interest, Reimbursement Obligations in respect of interest and Swap Payments on
Obligations of such Class then due in the order of the maturity of such installments, and, if the

B-25



amount available shall not be sufficient to pay in full any installment, then 1o the payment thereof
ratzbly, according to the amounts due on such instzllments, 1o the persons entitled thereto, without
any discrimination or preference; and (B) to the payment to the persons entitled thereto of the
unpaid principal and Reimbursement Obligations in respect of principal of any Obligations of such
Class which shall have become due, along with any associated premium, and, if the amounts
available shall not be sufficient to pay in full all the Obligations of such Class due, then to the
payment thereof ratably, according to the amounts of principal, along with any associated
premium, due on such date, to the persons entitled thereto, without any discrimination or
preference;

FOURTH: To be held for the payment to the persons entitled thereto as the same shall
become due, of the principal or Redemption Price of and interest on the Obligations which may
thereafter become due and if the amounts available shall not be sufficient to pay in full all the
Obligations due on any date, together with such interest, payment shall be made ratably according
to the amount of principal and interest due on such date to the persons entitled thereto, without
any discrimination or preference.

(2) If the principal of all of the Obligarions shall have become or have been declared
due and payable: '

FIRST: to the payment of the principal and interest then due and unpaid upon the Most
Senior Outstanding Obligations without preference of priority of principal over interest or of
interest over principal, or of any installment of interest over any other installment of interest, or
of any Most Senior Outstanding Obligation over any other Most Senior Ourstanding Obligation,
ratably, according to the amounts due respectively for principal and interest, to the persons entitled
thereto without any discrimination or preference;

SECOND: With respect 10 each successive Class of Subordinated Obligations having the
next most senior priority as 1o payment, to the payment of the principal and imerest then due and
unpaid upon the Obligations of such Class without preference of priority of principal over interest
or of interest over principal, or of any installment of interest over any other installment of interest,
of or any Obligation of such Class over any other Obligation of such Class, ratably, according to
the amounts due respectively for principal and interest, to the persons entitled thereto without any
discrimination or preference.

Termination of Proceedings. In case any proceedings taken by the Trustee on account of any Event of
Default shall have been discontinued or abandoned for any reason, then in every such case the Corporation, each
applicable Obligation Facility Provider, the Trustee and the Holders shall be restored to their former positions and

rights, respectively, and all rights, remedies, powers and duties of the Trustee shall continue as though no such
proceedings had been taken.

Direction of Proceedings by Holders or each licable Obligation Facility Provider. The Owners of
a majority in aggregate principal amount of Most Senior Outstanding Obligations Outstanding then Outstanding or,
prior to an Obligation Facility Provider Default, each applicable Obligation Facility Provider, shall have the righr,
at any time, by an instrument or instruments in writing executed and delivered to the Trustee, to direct the method
and place of conducting all proceedings to be taken in connection with the enforcement of the terms and conditions
of the Resolutions, provided that: (a) such direction shall not be otherwise than in accordance with the provisions
of law and of the Resolutions; (b) the Trustee shall not determine that the action so directed would be unjustly
prejudicial to the Owners of Obligations not taking par in such direction; (c) the Trustee may take any other action
deemed proper by the Trustee which is not incomsistent with such direction; and (d) the Trustee may initiate
proceedings in Kentucky State court or in federal court located in Kentucky.
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Limitation on Rights of Holders. (A) No Owner of any Obligation other than a Most Senior Outstanding
Obligation shall have any right to institute any suit, action, mandamus or other proceeding in equity or at law
hereunder, or for the protection or enforcement of any right under the Resolutions and no Owner of a Most Senior
Outstanding Obligation shall have any such right unless such Owner shall have given to the Trustee written notice
of the Event of Default or breach of duty on account of which such suit, action or proceeding is to be taken, and
unless the Owners of not less than fifty-one percent (51%) in principal amount of the Most Senior Qutstanding
Obligations then Ouistanding shall have made written request of the Trustee after the right to exercise such powers
or right of action, as the case may be, shall have oceurred, and shall have afforded the Trustee a reasonable
opportunity either to proceed to exercise the powers herein granted or granted under the law or to institute such
action, suit or proceeding in its name and unless, also, there shall have been offered 1o the Trustee reasonable
security and indemnity satisfactory to it against the costs, expenses and liabilities 1o be incurred therein or thereby,
and the Trustee shall have refused or neglected 1o comply with such request within a reasomable time; and such
notification request and offer of indemmniry are hereby declared in every such case, at the option of the Trustes, to
be conditions precedent to the execution of the powers under the Resolutions or for any other remedy hereunder
or by law. It is understood and intended that no one or more Owners of the Obligations secured shall have any right
in any manner whatever by his or their action to affect, disturb or prejudice the security of the Resolutions, or to
enforce any right under the Resolutions or under law with respect to the Obligations or the Resolutions, except in
the manner provided by the Resolutions, and that all proceedings at law or in equity shall be instituted, had and
maintained in the manner provided under the Resolutions and for the benefit of all Owners of the Outstanding
Obligations. Nothing contained in the Article of the Resolutions entitled "Defaults and Remedies” shall affect or
impair the right of any Holder to enforce the payment of the principal or purchase price of and interest on his
Obligations, or the obligation of the Corporation to pay the principal or purchase price of and interest on each
Obligation issued under the Resolutions to the Owner thereof at the time and place in said Obligation, if any,
expressed.

(B) Anything to the contrary notwithstanding contained in this Section, or any other provision of the
Resolutions, each Owner of any Obligation by his acceptance thereof shall be deemed to have agreed that any court
in its discretion may require, in any suit for the enforcement of any right or remedy under the Resolutions or any
Series Resolution, or in any suit against the Trustee for any action taken or omitted by it as Trustee, the filing by
any party litigant in such suit of an undertaking to pay the reasonable costs of such suit, and that such court may
in its discretion assess reasonable costs, including reasonable pre-trial, trial and appellate attorneys’ fees, against
any party litigant in any such suit, having due regard to the merits and good faith of the claims or defenses made
by such party litigant; but the provisions of this paragraph shall not apply to any suit instituted by the Trustee, to
any suit instituted by any Holder, or group of Holders, holding at least fifty-one percent (51 %) in principal amount
of the Most Senior Qutstanding Obligations Outstanding, or to any suit instituted by any Holder of Most Senior
Outstanding Obligations for the enforcement of the payment of any Most Senior Outstanding Obligation on or after
the respective due date thereof expressed in such Obligation.

Appointment of Successor Trustee. {A) In case at any time the Trustee shall resign or shall be removed
or shall become incapable of acting, or shall be adjudged a bankrupt or inselvent, or if a receiver, liguidator or
conservaier of the Trustee, or of its property, shall be appointed, or if any public officer shall take charge or control
of the Trustes, or of its property or affairs, the Corporation covenants and agrees that it will thereupon appeint a
successor Trustee.

(B) If in a proper case no appointment of a successor Trustee shall be made within forty-five (45) days
after the Trustee shall have given to the Corporation written notice of its resignation as Trustee, or after a vacancy
in the office of the Trustee shall have occurred by reason of its inability to act, each applicable Obligation Facility
Provider may appoint a successor Trustes or any of the Trustee, the Owner of any Obligation or each applicable
Obligation Facility Provider may apply to any court of competent jurisdiction to appoint a successor Trustee.
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(C) Any Trustee appointed under the provisions of the Resolutions shall be a corporarion organized
under the laws of the United States or of any state which is authorized 1o exercise trust powers and is subject 1o
supervision or examination by federal or state authoriries, having a capital, surplus and undivided profits aggregating
ar least $75,000,000 if there be such a trust company or bank willing and able to accept the office on reasonable
and customary terms and authorized by law to perform all the duties imposed upon it by the Resolutions and shall
be an Eligible Lender.

Defeasance. (A) If the Corporation shall pay or cause to be paid to the Owners of the Obligations, or of
the Obligations of any Series or any Subseries, or of any maturity within a Series or Subseries, the principal and
interest 10 become due thereon, at the times and in the manner stipulated therein and in the Resolutions, and all
obligations of the Corporation thereunder with respect to the Obligations or to the Obligations of such Series or
Subseries, or to any maturity within a Series or Subseries, as applicable, with respect to the fees and expenses of
or reimbursement of each applicable Obligation Facility Provider, with respect to the fees and expenses of each
Fiduciary and with respect to centain requirements applicable to the Series 1997-B Bonds and any other Tax-Exempt
Obligations, have been paid or otherwise performed or the payment or performance thereof has otherwise been
provided for to the satisfaction of the Trustee and each applicable Obligation Facility Provider, then the pledge of
any Revenues and other moneys, securities, funds and property constituting a part of the Trust Estate and all other
rights granted hereby shall be discharged and satisfied with respect to the Obligations or to the Obligations of such
Series or Subseries, or to any such maturity, as applicable. In such event, the Trustee shall, upon the written
request of the Corporation, execute and deliver to the Corporation all such instruments as may be desirable to
evidence such discharge and satisfaction and the Fiduciaries shall pay over or deliver to the Corporation all moneys
or securities held by them purseant to the Resolutions which are not required for the payment of Obligations not
theretofore surrendered for such payment. If the Corporation shall pay or cause to be paid, or there shall otherwise
be paid, to the Owners of all Ouistanding Obligations, or of the Obligations of any Series or Subseries, or of any
marurity within a Series or Subseries, the principal and interest due or to become due thereon, at the times and in
the manner stipulated therein and in the Resolutions, such Obligations shall cease 10 be enritled to any lien, benefit
or security hereunder and all covenants, agreements and obligations of the Corporation 1o the Owners of such
Obligations shall thereupon cease, terminate and become void and be discharged and satisfied.

(B) Obligations or interest installments for the payment of which moneys shall have been set aside and
shall be held in trust by the Fiduciaries {through deposit by the Corporation of funds for such payment or otherwise)
shall, at the marurity thereof, be deemed to have been paid within the meaning and with the effect expressed in
subsection (A) of this Section. All Obligations shall, prior to the mamurity or Redemption Date thereof, be deemed
to have been paid within the meaning and with the effect expressed in subsection (A) of this Section if (i) in case
any of said Obligations are 1o be redeemed on any date prior to their maturity, the Corporation shall have given to
the Trustee in form satisfactory to it irrevocable written instructions to give notice as provided in the Resolutions
of redemption on said date of such Obligations, (ii) there shall have been deposited with the Trustee either moneys
or Defeasance Securities the principal of and the interest on which when due will provide moneys which, together
with the moneys, if any, deposited with the Trustee at the same time, shall be sufficient to pay when due the
principal or Redemption Price, if any, of and interest due and 1o become due on said Obligations on and prior 10
the Redemption Date or maturity date thereof, as the case may be, and (iii) in the event said Obligations are not
by their terms subject to redemption within the next succeeding sixty days, the Corporation shall have given the
Trustee in form satisfactory to it irrevocable written instructions 1o give notice to the Owners of such Obligations
that the deposit required by (ii) above has been made with the Trustee and that said Obligations are deemed 10 have
been paid in accordance with this Section and stating such marurity or Redemption Date upon which moneys are
to be available for the payment of the principal or Redemption Price, if any, on said Obligations. MNeither
Defeasance Securities or moneys deposited with the Trusiee pursuant to this Section nor principal or interest
payments on any such Defeasance Securities shall be withdrawn or used for any purpose other than, and shall be
held in rrust for, the payment of the principal of or Redemption Price, if any, and interest on said Obligations; but
any cash received from such principal or interest payments on such Defeasance Securities deposited with the
Trustee, if not then needed for such purpose, shall, to the extent practicable, be reinvested in Defeasance Securities
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maturing at times and in amounts sufficient to pay when due the principal or Redemption Price, if any, and interest
to become due on said Obligations on and prior to such maturity date thereof, as the case may be, and interest
earned from such reinvestments shall be paid over to the Corporation, as received by the Trustee, free and clear
of any trust, lien or pledge.
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Appendix C

Audited Financial Statement of the Corporation
for the Year Ended June 30, 1996
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Coopers & Lybrand L.L.F.

Coopers
Lybrand

a professiona! senvices firm

Report of Independent Accountants

To the Board of Directors
Kentucky Higher Education Student Loan Corporation

We have audited the accompanying balance sheets of Kentucky Higher Education Student Loan
Corporation (the Corporation), 2 component unit of the Commonwealth of Kentucky, as of June 30,
1996 and 1995, and the related statements of revenues, expenses and changes in retained eamings,
and cash flows for the years then ended. These financial statements are the responsibility of the
Corporation's management. Our responsibility is to express an opinion on these financial statements
based on our audits.

We conducted our audits in accordance with generally accepted auditing standards. Those standards
require that we plan and perform the audit to obtain reasonable assurance about whether the
financial statements are free of material misstatement. An audit includes examining, on a test basis,
evidence supporting the amounts and disclosures in the financial statements. An audit also includes
assessing the accounting principles used and significant estimates made by management, as well as
evaluating the overal! financial statement presentation. We believe that our audits provide a
reasonable basis for our opinion.

In our opinion, the financial statements referred to above present fairly, in 2ll material respects, the
financial position of Kentucky Higher Education Siudent Loan Corporation as of June 30, 1996 and
1995, and the results of its operations and its cash flows for the years then ended in conformity with
generally accepted accounting principles.

= = Py e

Louisville, Kentucky
September 25, 1996

Coopers & Lybrand LLP. is 3 membaer of Coopers & Lybrand Intermetional, a fimited liabifity =ssociation incorporated i Switzerland,
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Kentucky Higher Education Student Loan Corporation

Statement of Revenues, Expenses, and Changes in Retained Eamings

Year Ended June 30. 1998

Operating
Bond F Fund Total
Revenues:

Interest Income:

Loans SZEEN 343 $23.271.343
Irvestments 3724804 566 188 4 290 892
26,995,147 566,188 27,562,335

Special Allowance (note 4) 3,304,458 3,304 458

Commission on Debt Recovery (note 8) 1,954,810 1,834,810

Other 1406 1,406

Total Revenues 30,300,615 2,522,404 32,823,018
Expenses:

Interest on Bonds 17,363,800 17,363,900

Amartization of Loan Punchase Premiums and Origination Costs 141,783 141,783

Amortization of Bond Issuance Costs 505,885 505,685

Credit Facility Fees (note B) 306,986 305,986

Depreciation and Amortization 267,385 125,387 382783

Provision for Arbitrage Liabilities (note 7) 1,851,300 1,851,300

Federal Consclidation Fees 1865 455 196 468

Fersonne! and Professional Services 1,801,800 1,417 450 3,219,250

Technical Services (note 5) 1,052 865 181,085 1,243,951

Pestage, Printing, and Telecommunications 435 BES 147 652 584 317

Miscellaneous Services, Office, and Equipment 208,829 185,828 395 657

Other Expenses 474 558 58219 ° 542777

Total Expenses 24 709 436 2135621 6. B45 057
Income before Operating Transfers 5,591,179 386,783 5,977,962
Transfer (to) from Other Funds:

Transfer to the Authority (note 9) 1,500,000 {1,500 000}
Net Income 4,081,178 386,783 4,477,862
Retained Earnings at Beginning of Year 32 400 838 9522 705 42 013,541
Retained Earnings at End of Year 536,582,015 $5,908 488 $46.491.502

See accompanying notes to financial statements.



Kentucky Higher Education Student Loan Corporation

Statement of Revenues, Expenses, and Changes in Retained Earnings

Revenues:

Interest Income:
Leoans
Investiments

Special Allowance (note 4)
Commission on Debt Recovery (note )

Total Revenues
Expenses:

Interest on Bonds

Amoriization of Loan Purchase Premiums
Amortization of Bond Issuance Costs
Credit Facility Fees (note B)

Degpreciation and Amortization

Loan Servicing Fees (note §)

Provision for Student Loan Rebates
Provision for Arbitrage Liabilities (note 7)
Federal Consolidation and Origination Fees
Personnel and Professional Services
Technical Services (note )

Postage, Printing, and Telecommunications
Miscellaneous Services, Office, and Equipment
Other Expenses

Total Expenses
Income before Operating Transfers
Transfer (to) from Other Funds:

T interfund Transfer
Transfer to the Authority (note 9)

Net Income
Retained Eamings at Beginning of Year

Retained Earmings at End of Year

Ses accompanying notes to financial statements.

Year E une 30, 1985
Operating

Bond Fund Fund Total
522,127 006 $22.127.006
3,999 537 S 4THT54 4 478,291
26,126,543 478,754 26,605,257
378G 342 3,789,342
2,158,792 2,158,752
29,915,885 2,637,546 32,553,431
18,248,880 - 18,248 EBD
141,890 141,850
558,981 558 981
304271 304,271
134,765 23,782 158,547
500,000 900,000
85,275 85,275
355,900 356,900
85,906 86,906
1,640,221 1,454 BET 3,104 888
1,053,271 184,106 1,237.377
308,420 105,559 413,879
192,550 B2 BTT 275427
386,881 46,005 432 BBG
24,378, 211 1,506,996 26,286,207
5,536,674 730,550 6,267,224
(25,108} 25,108 0
(1.500.000) 11.500.000)
4,011,566 755,658 4,767,224
28.479.270 8767 047 37,246 317
£32,490,836 £5,522 705 $42,013,541




Kentucky Higher Education Student Loan Corporation

Assets
Loans (note 9)
Cash and Cash Equivalents (note 3)
Investments (note 3)

Accounts Receivable and Prepaid Expenses
Accrued Interest Income

Special Allowance Receivable (note 4)
Deferred Bond Issuance Costs, MNet
Deferred Loan Purchase Premiums, Net
Deferred Lean Origination Costs, MNet

Fieed Assets, Met

Interfund Receivable (Payable)

Total Assets

Liabilities and Fund Equity

Insured Student Loan Revenue Bonds (notes 6 & B)

Accounts Payable and Accrued Expenses
Accrued Interest Expense
Aliowance for Artitrage Liabiities (note 7)

Total Liabilities
Fund Equity:
Retained Eamings:
Reserved (note 10)
Unreserved

Total Fund Equity

Total Liabilities and Fund Equity

See accompanying notes to financial statements,

Balance Sheet

June 30, 1996

Operating

Bond Fund Fund Total
§ 270,653,665 5 270,653,865
44 029,407 $2.496,579 45,526,388
24381476 7,203,850 31,585,326
173,827 125,533 299,360
7.551,670 139,064 7,690,734
1,631,199 1,631,129
2,652,935 2,692,835
488 233 488,253
185,467 196,467
1,217 963 1,217,963
ET.977 (871,577} 4]
5352.670.876 §10.311.412 5362 982 288
307,640,000 $307 640,000
457,138 £ 401924 859,062
1,365,423 1,365,423
6,626 300 £,626 300
316,088,861 401,924 316,490,785
36582015 3,875,000 40,457,015
6,034 488 6,034 488
36,582,015 8,909,488 46,451,503
$352. 670,876 $10.311.412 $352,982,228



Kentucky Higher Education Student Loan Corperation

Assets

Leans (note 9)

Cash and Cash Equivalents (note 3)
Investments (note 3)

Accounts Receivable and Prepaid Expenses
Accrued Imterest Income

Special Allowance Receivabie (note 4)
Deferred Bond lssuance Costs, Net
Deferred Loan Purchase Premiums, Net
Fixed Assets, Net

Interfund Receivable (Payable)

Total Assets

iliti nd Fund Egui

Insured Student Loan Revenue Bonds (notes & & 8)

Accounts Payable and Accrued Expenes
Accrued Interest Expense
Allowance for Arbitrage Liabilities {note 7)

Total Liabilities
Fund Equity:
Retained Eamings.
Resernved (note 10)
Unresered

Total Fund Equity

Total Liabilities and Fund Equity

See accompanying notes to financial statements.

Balance Sheet

June 30, 1995

326,868,262

Bond Fund

$ 278,570,261
10,003,721
55,563,347

24979
8723182
201,017
2,931,702

602,766

241,113

$359,360,098

320,480,000
273,447
1,440,815

4,675,000

32,450,836

32,490,836

$355,360.098

Operating

Fund Total
5278,570,261
£1.838,143 11,841,874
7483181 63,048,528
320,544 323,823
122,105 8,845 287
2,021,017
2,931,702
602,755
1,154 454 1,154 454
—(841.113) 0
$10,077 614 $369.437,712
$320,480.000
5 554,909 828,356
1,440,815
4,675,000
554,909 327.4241T1
3,745,152 36,237,028
5776513 5776513
8.522,705 42,013,541
$10,077 614 $365,427,712




Kentucky Higher Education Student Loan Corporation

Statement of Cash Flows

Year Ended June 30, 1996

Cash Flows from Operating Activities:
Principal Received on Loans
Interest on Loans
Special Allowance
Commission Received on Debt Recovery
Loans Purchased
Loan Purchase Premiums
Loans Criginated
Interest on Bands
Credit Faciltty Fees
Loan Origination Costs
Other Expenses
Expense Reimbursement
Transfer to the Authority

Met Cash Provided by Operating Activities
Cash Flows from Investing Activities:
Investment Income Received
Proceeds from Sales and Maturities of Invesiments
Purchases of Investments
Net Cash Provided by Investing Activities
Cash Flows from Noncapital Financing Activities:

Proceeds from Dedt lssued
Bond Issuance Costs

Bond Principal Payments
Het Cash Used by Noncapital Financing Activities
Cash Flows from Capital and Related Financing Activities
Systemn Development Costs
Fived Assets Acquired
Net Cash Used by Capital and Related Financing Activities

Net Increase in Cash and Cash Equivalents
Cash and Cash Equivatents at Beginning cf “ear

Cash and Cash Equivalents at End of Year

See accompanying notes to financial statements

___Bond Fund Total
$ 50884475 $59,884.475
20,745,953 20,746 953
3,654 285 3,684 286
2,154,188
(7.688,715) (7.688,715)
(21,375 (21,375)
(40,851,762) (40,851.762)
(17.439,292) (17,439,252)
(306,5986) (306 386)
(202,362) (202 362)
(65.384) (6,259,767)
(=,.225,753) 0
(1,500,000} (1,500,000}
12,023,075 12,209 644
3,519,058 4,468 287
579,578,639 582234713
(548 38T STE) (550,784 7211
35,109,718 35,538,279
15,580,000 15,880,000
[2E7.118) (267,118)
{28 8200000 {28 820 000%
(13,107,118 {13,107,118)
(138,350)
{316 543)
0 (456,293)
34,025,676 34,584 512
10,002 731 11,941 8574
$44 025 407 $46.526,386



Kentucky Higher Education Student Loan Corporation

Cash Flows lrom Operating Activities:
Principal Received on Loans
Interest on Loans
Special Allowance
Commission Received on Debt Recovery
Loans Purchased
Loan Purchase Premiums
Loans Originated
Interest on Bonds
Credit Facility Fees
Loan Servicing Fees
Other Expenses
Expense Reimbursement
Transfer to the Authority
interfund Transfers

Net Cash Provided by Operating Activities

Cash Flows from Investing Activities:
Investment Income Receved

Statement of Cash Flows

ear

Proceeds from Sales and Maturities of Investments

Purchases of Investments
Met Cash Provided by Investing Activities

Cash Flows from Noncapital Financing Activities:
Progeeds from Debt Issued
Bond Issuance Costs
Bend Principal Payments

MNet Cash Used by Noncapital Financing Activities

Cash Flows from Capital and Related Financing Activities

Fixed Assets Acquired

Met Cash Used by Capital and Related Financing Activities

Net increase in Cash and Cash Equivalents
Cash and Cash Equivalents at Begmning of Year

Cash and Cash Equivalents at End of Year

See accompanying notes to financial statements.

Bond Fund

$50,750,650
208929174
2,729.757

(34,474 810)
(B2 468)
(8.603,502)
(18,277,052)
(306,048)
(200,000)
(85,4593)
(5.482 557)
{1.500,000)

(25,108)

4,495 533

3,908,190
68,151,402

(71.822.215)
77,3
30,400,000

(261,856)
{32.580,000)

(2,441,856)

1]

2,331,054
TET267T

510,003,731

Operating
Fund Total
550,750,650
20,939,174
2,729,757
51,546,654 1,848,654
(34,474 810)
(62 468)
(8,803,502)
(18,277.052)
(306.,048)
(S00,000)
(5.385,785) (5.471,282)
5,489 5567 ]
{1,500,000)
25.108 0
1,075,540 5,571,073
4598 234 4,408 424
3,205,000 71,306,402
(3.318.600) (75.140.815)
384,634 662,011
30,400,000
(261,856}
{32,580.000)
0 (2,441 858)
(1,150,583} {1.150,589)
(1,150,589) (1,150,588)
308,585 2,640.538
1.628.558 9,301,235
£1,938,143 $11,941,874




Kentucky Higher Education Student Loan Corporation
Reconciliation of Net Income to Net Cash Provided by Operating Activities

Year Ended June 30. 1926

Operating
Band Fund Fund Total
Net Income $4,081,178 $386,T83 $4.477 962
Iincome and Expense tems not Affecting Cash
Provided by Operating Activities:

Investment income B804 (S56,188) (4,282,202)

Depreciation 734,027 234,027

Amortization of Software 158,757 158,757

Amortization of Bond Issuance Costs 505,885 505,885

Amortization of Loan Purchase Premiums 135,888 135,888

Amortization of Loan Origination Costs 5825 5,825

Provision for Loan Losses 65,456 63,456

Gain on Sale of Securities (8.790) (8,720}
tems Not Accounted for as Revenues or Expenses:

Principal Received on Loans 59,884,475 58,864,475

Loans Purchased, Including Premium (7.710,080) {7,710,000)

Loans Originated Inciuding Costs (41,054,124) {41.054,124)
(Increase) Decrease in Assels:

Accounts Receivable and Prepaid Expenses (170,848) 195311 24 453

Accrued Interest Receivable 588 458 568,458

Borrower Interest Converted ta Principal {3.452,858) (3,452,858)

Special Allowance Receivable 389818 380,818

Interfund Receivable/Payabie 69,136 (69,136) 1]
Increase (Decrease) in Liabilities:

Accounts Payable and Accrued Expenses 183,681 (152.885) 30,706

Accrued Interest Payabile (75.382) (75,382)

Allowance for Arbitrage Liabilities 1,851 300 1,951,300
Net Cash Provided by Operating Activities !12.ﬂ23!ﬂ?5 $186.569 . 512=2ﬁ'ﬂi64-4

See accompanying notes to financial statements.



Kentucky Higher Education Student Loan Corperation

Reconciliation of Net Income to Net Cash Provided by Operating Activities

het income
Income and Expense tems not Affecting Cash
Provided by Operating Activities:

Investment income
Depreciation
Amortization of Bond Issuance Costs
Amertization of Loan Purchase Premiums
Provisicn for Loan Losses

hems Mot Accounted for as Revenues or Expenses:

Principal Received on Loans
Loans Purchased, Including Premium
Loan Originated

(Increase) Decrease in Assets:
Accounts Receivable and Prepaid Expenses
Accrued Interest Receivable
Borrower Interest Converted to Principal
Special Allowance Recevable
interfund Receivable/Payahie

Increase (Decrease) in Liabikties:
Accounts Payable and Accrued Expenses
Accrued Interest Payabie
Allpwance for Student Loan Rebates
Allewance for Arbitrage Lisbilities

NMet Cash Provided by Operating Activities

See accompanying notes to financial statements.

Year Ended June 30. 1995

Operating

—_BondFund Eund Total
£4,011,566 §755,658 54,767,224
(3,999,537 (478.754) (4.478.291)
158,547 158,547
558,982 558,982
141,820 141,820
37,076 37,076
50,750,650 50,750,656
(34,537.278) (34,537,278)
(8,803,502) (8,803,502)
3,760 (264,476) (260,718)
425732 425732
{1,613,565) (1,613,555)
(1,058,585) (1,058 585)
(B29,624) 820 824 0
(354,853) 74741 (320,152)
(28,172) (28172)
(524,887) (524,867)
356,900 356 200
__54.485533 $1,075,540 $5,571.073

¢
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(2)

Kentucky Higher Education Student Loan Corporation

Notes to Financial Statements

Description of Business and General Bond Resolution

The Kentucky Higher Education Student Loan Corporation (Corperation) is an independent de jure municipal
corporation established by the Kentucky General Assembly in 1978 to provide a student loan finance program
in the Commonweatth of Kentucky. Governed by a Board of Directors, the Corporation is authorized to
finance state and federally insured loans for students attending eligible post secondary institutions, service
and collect educational loans, and issue bonds and notes not to exceed $553,000,000 in order to carry out
its corporate powers and duties. The loans financed by the Corporation carry fixed or variable rates ranging
from 6% to 12% depending on the date the loans were originated, and are generally repayable over a pericd
not to exceed ten years, excluding deferments, following the commencement of repayment. The
Corporation’s objectives are accomplished primarily through its secondary market program, which purchases
student loans from eligible lenders, and its direct lending program, which makes loans to parents and
students directly. During the year ended June 30, 1896, the Corporation’s direct lending program increased
substantially. The Corporation also services student loans and collects defaulted educational loans.

The Corporation’s General Bond Resolution and separate Series Resolutions for each issue of Revenue
Bonds contain provisions establishing funds and accounts for the segregation of assets and provisions
restricting the use of the proceeds of bonds and other funds received.

Summa Significant Accounting Policies
{a) Basis of Presentation

The Corporation’s financial statements have been prepared in accordance with generally accepted
accounting principles applicable to state government entities, which provide that financial activities
operated similarly to private business enterprises be presented as separate proprietary funds. The
Caorporation follows all applicable Governmental Accounting Standards Board (GASE) pronouncements,
as well as Financial Accounting Standards Board pronouncements and Accounting Principles Board
Opinions issued on or before November 30, 1989, unless those pronouncements conflict with or
contradict GASB pronouncements. The Corporation uses the accrual basis of accounting. The
Corporation’s financial statements are also included in the Commonwealth of Kentucky's Comprehensive
Annual Financial Report.

The Bond Fund represents all ransactions of the Corporation which are covered under the General Bond
Resolution. The Operating Fund represents the financial position and results of operations of the
Corporation not restricted by the General Bond Resolution.

Ceriain prior year amounts have been reclassified for comparabifity purposes. Such reclassifications have
nc impact on the Corporation's financial position, results of operations, or cash flows.

{b) Loan Losses

All loans are insured by the Kentucky Higher Education Assistance Authority (Authorty) or the U, S.
Department of Education. Management cf the Corporation believes that the Authority wili be able to
hanor ali default claims presented by the Corporation. Loans made prior to October 1, 1953, are 100%
insured, Loans made on or after October 1, 1993, are 100% insured against borrowers' death, disability,
or bankruptcy and 98% insured against borrowers’ defavlt. The Corporation records a provision for
student loan losses based upon its expected default claims with respect to 98% insured loans. The
provision for student loan losses was 585,455 and $37,076 for the years ended June 30, 1996, and 1985
respectively.



(2)

Kentucky Higher Education Student Loan Corporation

Notes to Financial Statements

Summary of Significant Accounting Policies (continued)

(c)

Investments

Investments, which consist principally of securities of the federal government or its agencies, are stated
at cost, adjusted for amortization of premiums and accretion of discounts. The specific identification
method is used to determine the cost of investments sold.

(d) Commission on Debt Recovery

{e)

)

(g)

(h)

1)

The Corporation's fee for collection of defaulted educational loans is recorded as commission revenue
when payments are received. Defaulted loans are not presented on the balance sheet.

Income Taxes

The Corporation is an independent de jure municipal corporation and poliical subdivision of the
Commonwealth of Kentucky and is therefore not subject to federal or state income taxes.

Deferred Bond Issuance Costs

Bond issuance costs are deferred and amortized over the life of the bonds, utilizing the bonds outstanding
method, which approximates the effective interest method.

Deferred Loan Purchase Premiums and Deferred Loan Origination Costs
Loan purchase premiums and certain origination costs are deferred and amortized over the estimated

life of the loans acquired or originated, based on projected balances outstanding, which approximates
the effective interest method.

Fizxed Assets

Office fumishings, equipment, and system development costs are depreciated over their estimated useful
lives using the straight-line metheod.

Statement of Cash Flows

For the statement of cash flows, the Corporation considers cash and cash equivalents to be money
market funds and investments which mature within one month of purchase.

Use of Estimates

The preparation of financial statements in conformity with generally accepted accounting principles
requires management to make estimates and assumptions that affect the reported amounts of assets
and liabilities and disclasure of contingent assets and lizbilifies at the dates of the financial statements

and the reported amounts of revenues and expenses during the reporting periods. Actual results could
differ from those estimates.

2 (continued)



Kentucky Higher Education Student Loan Cerporation

{3) Cash and investments

Notes to Financial Statements

Cash and investments as of June 30, 1896, and 1995, are summarized below:

1965 1835
Cash
Investments Eguivalents Cash Total Total
Bond Fund 524,381 476 543,653,600 5 375,807 558,410,883 $65,567,078
Operating Fund 7203880  _1£21300 _ 7558 _9.700820 _9.421.324
Total cashand investments ~ $31585326  $45274900 $1.251.306 §78111.712 $74988.400

Deposits, identified as cash in the above summary, are as follows as of June 30, 18586, and 1995:

Insured (FDIC)
Uninsured and uncollateralized

Total deposits

1896
& -
Statement Bank
Amount Balance
$ 200,000 5 200,000
1,051 396 1,587 079
$1.251.306 $1.787 078

1995

e

Statement Bank
_Amount Balence
§ 202018 5 202,557
3,239,274 3672028
$3.441202 $3874585

The following s a summary of investiments, including cash equivalents, categorized as of June 30, 1996, and

1985:
Category Category Category
1 2 3
1996
U.S. Treasury and govermnment
agency obligations §71,451,398
Governmental mutual funds
Total Investments 71,451, 308 -] 1] 3 0
==
LS. Treasury and government
agency obligations $69.417,070
Governmental mutual funds
Total Investments e 7070 s 0 5 0

Financial
Statement Market
Uncategorized —Amount —Value
571,451,358 571,382320
408 Q18 5 408 918 S 408 918
5408 918 76 860316 $76.791. 238
365,417,070 568,353,291
$2.130.040 2.130.0£0 2.130.0:£0
2 130,040 £71.547110 2?1 483 331

The Corporation's investments are categorized to give an indication of the level of risk assumed by the
Corporation at year-end. Category 1 includes investments that are insured, registered, or for which the
securities are held by the Corporation or its agent in the Corporation's name. Category 2 includes uninsured
and unregistered investments for which the securities are held by the broker or dealer, or by its trust

department or agent in the Corporation's name.

Category 3 includes uninsured and unregistered

investmenis for which the securities are held by the broker or dealer. or by its trust department or agent but

not in the Corporation's name

{continued)
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Kentucky Higher Education Student Loan Corporation

MNotes to Financial Statements

Special Allowance

The U. 5. Department of Education pays a special allowance to the Corporation after the end of each
quarter representing supplemental interest on outstanding, insured loans at a rate based on the quarterly
average of the 91-day U.S. treasury bill rate.

Retirement Plan

The Corporation provides retirement benefits to all ful-ime employees through the Kentucky Employees
Retirement System (KERS). KERS is a multiple-employer, defined benefit plan sponsored by the
Commonwealth of Kentucky, which provides retirement, disability, and death benefits. The Corporation
contributed 8.56% and the employees contributed 5% of their gross wages to the plan for the years ended
June 30, 1996, and 1985. Such rates are intended to provide for normal costs on a current basis, plus an
amount equal to the amortization of unfunded past service costs over thirty years, using the level percentage
of payroll method. These contribution rates are determined by the Board of Trustees of the Kentucky
Retirement Systems each biennium. The payroll of employees covered by the retirement plan was
$2,000,620 and $1,748 980 for the years ended June 30, 19986, and 1985, respectively. Total payroll for
the years ended June 30, 1996, and 1995, was 52,000,648 and $1,752,225, respectively.

KERS participants have fully vested interest after the completion of sixty months of service, twelve months
of which are current service. The KERS contribution requirement for the years ended June 30, 1886, and
1995, was $272,216 and $237,162, respectively, which consisted of $172,185 in employer contributions and
$100,031 from employees in 1895, and $148,713 in employer contributions and $87,448 from employees
in 1995.

The "Pension Benefit Obligation” is a standardized disclosure measure of the present value of retirement
benefits, adjusted for the effects of projected salary increases and step-rate benefits estimated to be
payable in the future as a result of employee service to-date. The measure, which is the actuarnial present
value of credited projected benefits, is infended to help users assess the funding status of KERS on a going-
concem basis, assess progress made in accumulating sufficient assets to pay benefits when due, and make
comparisons among employers. KERS does not make separate measurements of assets and pension
benefit obligation for individual employers. The measure is independent of the actuarial funding method
used to determine confributions to KERS. The pension benefit obligation was computed as part of an
actuarial valuation performed at June 30, 1935, for KERS as a whole. Significant actuarial assumptions
used in the valuation include a rate of return on investments of 8% per year, compounded annually, and
projected salary increases of 6.5% per year, compounded annually. As of June 30, 1995, KERS' pension
benefit obligation was $3,024 257 450; net assets available for benefits at cost were 52,542 688,342 (with
a market value of 33,161,344 ,733); and the unfunded pension benefit obligation was $481 569,148, The
Corporafion’s contribution represented less than one percent of total contributions required for all
participating entities.

Ten-year historical trend information showing KERS' progress in accumulating sufficient assets to pay
benefits when due is presented in the KERS June 30, 1985, annual financial report. For each year of the
three years ended June 30, 1985, available assets were sufficient fo fund 84.1%, 88.6%, and 90.6% of the
KERS pension beneft obligation. The KERS unfunded pension benefit obligation represented 40.6%,
27.4%, and 21.4% of annual payroll for employees covered by KERS for the three years ended June 30,
1995.

4 (continued)
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Kentucky Higher Education Student Loan Corporation

MNotes to Financial Statements

Revenue Bonds

At June 30, 1886, and 1995, Insured Student Loan Revenue Bonds, all of which are tax-exempt issues, were

as follows:

1956 1895

1985 Series A $16,470,000 $21,375,000
1986 Series A -0 8,500,000
1851 Series B 28,750,000 32,500,000
1851 Series C 15,185,000 16,585,000
1881 Series D 22,830,000 24,710,000
1851 Series E 45,000,000 45,000,000
19493 Series A 29,530,000 34,815,000
1993 Series B 20,000,000 20,000,000
1993 Series C 14,335,000 15,585,000
1994 Series A 14,965,000 15,555,000
1994 Series B 13,593,000 14,845,000
1985 Series A 12,230,000
1995 Series B 750,000
1995 Series C 3,000,000

§307.640,000 £320.480.000

The outstanding 1985 Series A term bonds are scheduled to mature on December 1, 1957, and June 1,
2001, and bear interest at 8.20% and 9.25% respectively. The term bonds are subject to mandatory
redemption based on specified default claims payments and cumulative sinking fund redemptions, which
have been reflected in the principal debt repayment schedule which follows. The 8.20% term bonds due
December 1, 1997, are also subject to mandatory redemption for the incremental effect of special
allowance payments resulting from 91-day U.S. freasury bill rates in excess of 7.5%.

The outstanding 1986 Series A Bonds were refunded during the year ended June 30, 1858, by issuance
of the 1885 Series A Bonds.

The outstanding 1991 Series B Bonds are scheduled to mature semiannually in various amounts through
June 1, 2003, and bear interest ranging from 6.05% to 6.80%.

The outstanding 1991 Series C Bonds are scheduled to mature semiannually in various amounts through
June 1, 2002, and bear interest ranging from 5.85% to 6.50%.

The outstanding 1991 Series D Bonds are scheduled to mature semiannually in various amounts through
December 1, 2011, and bear interest ranging from 6.20% to 7.10%.

The outstanding 1981 Series E Bonds mature on December 1, 2011, and bear interest rates that change
weekly based on specified indices.

The outstanding 1593 Series A Bonds are scheduled to mature semiannually in various amounts through
December 1, 2000, and bear interast ranging from 3.90% to 4.70%.

The outstanding 1993 Series B Bonds are scheduled to mature semiannually in various amounts through
June 1, 2005, and bear interest ranging from 4.90% to 5.30%.
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MNotes to Financial Statements

{6) Revenue Bonds (continued)

The outstanding 1883 Series C Bonds are scheduled to mature in various amounts through June 1, 2002,
and bear interest ranging from 4.45% to 5.15%.

The outstanding 1984 Series A Bonds are scheduled to mature in various amounts through June 1, 2002,
and bear interest ranging from 5.30% to 6.25%.

The outstanding 1994 Series B Bonds are scheduled to mature in various amounts through June 1, 2002,
and bear interest ranging from 5.65% to 6.60%.

The outstanding 1895 Series A Bonds are scheduled to mature in varous amounts through June 1,
2002, and bear interest ranging from 4.20% to 4.90%.

The outstanding 1985 Series B Bonds are scheduled to mature on June 1, 2003, and bear interest at
5.15%.

The outstanding 1895 Series C Bonds are scheduled to mature on June 1, 2003, and bear interest at
5.45%.

Principal debt repayments for all bonds outstanding are summarized as follows:

Principal

Repayment Balance Average
Year Ending Amount Qutstanding Interest
June 30 (Thousands) {Thousands) Rate
1997 520,040 $287,600 572%
1998 30,885 256,715 573
1999 23,750 232,965 579
2000 37,710 195255 5.81
2001 25,825 169,430 5.83
2002 35,160 134 270 547
2003 26,040 108,230 540
2004 19,715 88,515 5486
2005 37,680 50,835 5.55
2006 B45 49990 7.08
2007 985 48995 7.09
2008 580 48 435 710
2008 1,960 46 475 7.10
2010 70 46 405 7.10
2011 75 46,330 710
2012 330 48 000 7.10
2012 46,000 0 Variable

All assets of the Bond Fund are pledged for repayment of the bond issues,

6 {continued)
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Kentucky Higher Education Student Loan Cerporation
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Allowance for Arbitrage Liabilities

Certain of the Corporation's tax-exempt bond issues subject the Corporation to potential arbitrage liabilities
under U.S. tax law. Arbitrage liabiliies, under current federal income tax law regarding tax-exempt bond
issues, consist of three types, which are arbitrage rebate, forgiveness, and yield adjustment payments. The
liability for yield adjustment payments was $6,626,300 and 34,675,000 as of June 30, 1986, and 1885,
respectively. The Corporation had no liability for arbitrage rebate or forgiveness as of June 30, 1856, and
1995.

Arbitrage rebate i applicable to the 1986 Series A, 1981 Series B & C, 1991 Series D & E, 1593 Series A,
B, & C, 1954 Series A & B, and 1893 Series A, B & C Bonds. With certain limited exceptions, income earned
on non-purpose investments (investments other than student loans), which exceeds the bond yield
(arbitrage yield, as defined), must be rebated to the U.S. Treasury. Payments of at least 80% are due every
five years after the year of issuance, and upon final maturity of bonds.

Forgiveness is applicable to the 1586 Series A, 1991 Series B & C, 1593 Series A, B & C, 1954 Series A &
B, and 1985 Series A, B & C Bonds. In general, a yield restriction is impeosed on acguired purpose
investments, designating the allowable vield as 1.5% above the bond yield (arbitrage yield, as defined), with
the federal special allowance excluded from income. Impact of the vield restriction (loss of tax-exempt
status) may be avoided by partial forgiveness of the applicable student loans. Forgiveness can be applied
upon maturity of the bonds or as otherwise prescribed by the bond resolutions.

Yield adjustment payments, which also relate to yield restricion on acquired purpose investments, are
applicable to the 1891 Series D & E Bonds, and any future issues except certain refunding issues. The
allowable yield is 2% above the bond yield (arbitrage yield, as defined), with the federal special allowance
included in income. Impact of the yield restriction (loss of tax-exempt status) may be avoided by rebating
the excess yield to the U.S. Treasury every 10 years, and upon final maturity of the bonds.

The determination of excess vield on acquired purpose investments is accumulative over the life of the
applicable bond series, as is the determination of arbitrage rebate on non-purpose investments, except for
variable rate bonds, for which arbitrage rebate is determined for each five-year period without retroactivity.

Credit Facility and Commitment Agreements

Through June 24, 1985, the 1981 Series E Bonds were collaterzlized by funds available under a Letter of
Credit issued by The Sumitomo Bank, Limited, subject to the terms of a Credit Facility and Commitment
Agreement. Effective June 24, 1888, the Corporation replaced the Letter of Credit with 2 Standby Bond
Purchase Agreement, pursuant to which Credit Suisse will purchase any bonds not remarketed, and =
Municipal Bond Insurance Policy issued by AMBAC Indemnity Corporation, which secures payment of
principal and interest on the bonds. The Standby Bond Purchase Agreement expires June 24, 2001, unless
it is renewed, and the Municipal Bond Insurance Policy extends through the term of the 1891 Series E
Bonds, December 1, 2011.

Related Party Transactions

The chaiman and an ex officio non voting member of the Authority's Board of Directors are voting members
of the Corporafion's Board of Directers. One member of the Authority's management serves in a similar
capacity for the Corporation.

Through June 30, 1985, the Authority provided certain loan servicing and adminisirative services to the
Corporation pursuant to an Administrative and Servicing Agreement. The amount recognized as servicing
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Related Party Transactions (continued)

expense was $900,000 for the year ended June 30, 1995. No servicing expense was incurred for the year
ended June 30, 1996.

During the years ended June 30, 1996, and 1985, the Corporation incurred expenses of $932,517 and
1,081,831 for technical services, $306,856 and $118,162 for administrative services, and $18,621 and
$24 415 for legal services provided by the Authority. For the year ended June 30, 1888, the Corporation
also incurred expenses of $24 358 for loan ongination and disbursement services provided by the Authority.
These services were initiated during the current year. Pursuant to a separate agreement, the Corporation
collects certain defaulted student loans for the Authority. Fee income recognized for the years ended June
30, 1996, and 1995, was $1,953,557 and $2,158,792, respectively. In connecfion with this agreement, the
Corporation incurred $434 441 and $693,463 in legal collection assistance fees for cash collections on
accounts that were assigned to the Authority's Division of Legal Services for legal assistance.

Amounts due to and from the Authority at June 30, 1996, and 1995, are as follows:

1986 1885
Due to the Authorty £100,671 $108,102
Due from the Authority 458 873 261,335

Substantially all loans purchased or made by the Corporation are insured by the Authority.

On July 1, 1995, the Corporation transferred $1.5 million to the Authority for support of state student
financial assistance programs, as approved by the Corporation’s Board of Directors on March 21, 1985,
pursuant to Section S08(c) of the General Bond Resolution. The Corperation's Board of Directors approved
a similar fransaction on March 22, 1996, and on August 12, 1996, the Corporation transferred 32.5 millicn
to the Authority.

Certain members of the Corporation's Board of Directors serve as officers or directors of lending institutions
with which the Corporation transacts business. Of all loans purchased by and referred to the Corporation

. in the years ended June 30, 1996, and 1985, less than 1% were purchased or referred from these financiai

(10)

institutions.

Reserved Fund Equity

{2} Bond Fund

The reserved porfion of retained eamings s required by the General Bond Resolution and the separate
Series Resolutions.

{b) Operating Fund

The Board of Directors has reserved the retained earnings for an amount egual to one-half of the
Corporzation’s budgeted operating expenses for the upcoming fiscal year.

& (continued)
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(11) Commitments and Contingencies

The Caorporation has entered into Joan purchase contracts with various eligible lenders. Subject to the terms
and conditions of these agreements, the Corporation on June 30, 1996, had plans to purchase
approximately $750,000 of insured student loans. These contracts can be terminated by either party.

(12) Subseguent Event

On Septemnber 12, 1996, the Corporation issued $27,500,000 of Insured Student Loan Revenue Bonds to
continue its student loan finance program. The $25,000,000 1586 Series A Bonds are scheduled to mature
on June 1, 2026, and bear interest rates that change weekly based on specified indices. The $2,500,000
1996 Series B Bonds are scheduled to mature on June 1, 2003, and bear interest at 5.15%.
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APPENDIX D

PROPOSED FORM OF APPROVING OPINIONS OF BOND COUNSEL

Bond Counsel proposes to deliver its final approving opinion upon the delivery of the Senior Series
1997-A Bonds, in substantially the form which follows.

[LETTERHEAD OF HAWKINS, DELAFIELD & WOOD]

[Date of Delivery]
Kentucky Higher Education Smdent
Loan Corporation
Louisville, Kentucky
Ladies and Gentlemen:
We have examined a record of proceedings relating 1o the issuance of § Student

Loan Revenue Bonds, Series 1997-A (the "Series 1997-A Bonds"), of the Kentucky Higher Education Student Loan
Corporation (the "Corporation”), a public body corporate and politic constituting an independent de jure municipal
corporation and political subdivision of the Commonwealth of Kentucky.

The Series 1997-A Bonds have been authorized and issued pursuant to Chapter 164A of the
Kentucky Revised Statutes, as amended (the "Act”), a 1997 General Bond Resolution adopted by the Corporation
on May __, 1997, as amended to date (the "General Resolution™), and the Series 1997-A Bond Resolution adopted
by the Corporation on May , 1997 which specifically authorized the Series 1997-A Bonds (the "Series
Resolution”). Certain capitalized terms used but not defined herein are as defined for purposes of the Series
Resolution. Pursuant to the General Resolution and the Series Resolution, the Corporation has authorized the
issuance of the Series 1997-A Bonds for the purposes of providing funds for the financing of Student Loans.

. The Series 1997-A Bonds, dated , are scheduled to mature on the dates and in the
principal amounts and will bear interest at the rates determined as provided in the Series Resolution.

The Series 1997-A Bonds are issuable as fully registered bonds in the denomination of 350,000
and any integral multiple thereof. The Series 1997-A Bonds are subject to exchange, 1o conversion and to

redemption prior to maturity and are payable upon the terms and conditions set forth therein, in the General
Resolution and in the Series Resolution.

Pursuant to the Act and the General Resolution, the Corporation is authorized to issue the Series
1997-A Bonds. The Series 1997-A Bonds constitute Senior Obligations entitled to the equal benefit, protection and
security of the provisions and covenants of the General Resolution and the Series Resolution with respect 10 Senior
Obligations.

The General Resolution and the Series Resolution provide that the pledges and assignments made
thereby and the provisions, covenants and agreements of the Corporation therein set forth shall be for the equal
benefit, protection and security of the Owners of any and all Obligations, each of which shall be of equal rank
without preference, priority or distinction, except as expressly provided therein. The General Resolution and the
Series Resolution further provide that the Series 1997-A Bonds and all other Senior Obligations shall have the same
priority of claim as to payment under the General Resolution, which priority shall be senior to that of all Obligations
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other than Senior Obligations. The Corporation reserves the right 1o issue Additional Obligations under the General
Resolution which are equal 10 or subordinate in such priority to the Series 1997-A Bonds.

The General Resolution and the Series Resolution provide that nonpayment of the principal of or
interest on Subordinate Obligations, including Senior Subordinate Obligations, occurring while any Obligations
which are senior in priority of claim as to payment under the General Resolution and the Series Resolution to the
Obligations affected, and which are not affected by such nonpayment, remain Outstanding, shall not result in an
Event of Default under the General Resolution and the Series Resolution that would give rise 1o a right on the part
of Owners of affected Obligations to accelerate the affected Obligations or 1o exercise any other remedy. The
General Resolution and the Series Resolution further provide: (i) that only Owners of Obligations which are not
subordinate in priority of claim as to payment thereunder to any other Qutstanding Obligations, such as the Series
1997-A Bonds, may exercise any remedy or right of enforcement or consent to any action thereunder; and (ii) that
the exercise by such Owners of the remedy of acceleration in response to an Event of Default which does not result
from nonpayment of the principal of or interest on Obligations is conditioned upon the consent of all Owners of
Outstanding Obligations.

The General Resolution and the Series Resolution provide that Owners of the Series 1997-A Bonds
will have no claim to any amounts properly distributed from the Trust Estate from time to time pursuant to the
General Resolution and that the recipients of such amounts shall in no event be required to refund such distributed
amounts.

We are of the opinion thar:

1. The Corporation is a duly organized and existing independent de jure municipal
corporation and political subdivision of the Commonwealth of Kentucky, pursuant to the Constitution and laws of
the Commonwealth of Kentucky.

2. The Corporation has valid right and lawful authority 1o adopt the General Resolution and
the Series Resolution, to issue its Student Loan Revenue Bonds, including the Series 1997-A Bonds, pursuant to the
General Resolution and to perform its duties, obligations and covenants pursuant to the terms and conditions of the
General Resolution including the financing and refinancing of Student Loans.

3. The General Resolution and the Series Resolution have been duly and validly adopted by
the Corporation, are in full force and effect and are valid and binding upon the Corporation and enforceable in
accordance with their terms.

_ 4. The Series 1997-A Bonds have been duly authorized and issued by the Corporation in
accordance with the Constimution and laws of the Commonweszlth of Kenmucky, including the General Resolution and
the Series Resolution.

5 The Series 1997-A Bonds are valid and binding special and limited obligations of the
Corporation, enforceable in accordance with their terms and the terms of the General Resolution and the Series
Resolution and entitled to the benefits of the Act, the General Resolution and the Series Resolution. As provided
by the General Resolution, the Series 1997-A Bonds are secured by a pledge of cerain revenues, assets and funds
of the Corporation, including: (i) the proceeds of the sale of the Series 1997-A Bonds; (ii) the Revenues and Loans;
and (iii) all moneys and investments held in any of the funds and accounts established by the General Resolution
{other than the Rebate Fund), subject to the provisions of the General Resolution and the Series Resolution
permitting the use, application and disposal thereof. Pursuant to Section 164A.100 of the Act, such pledge is valid
and binding and the lien of such pledge as security for the payment of the Series 1997-A Bonds, on a basis of parity
with all other Obligations secured thereby and subject to the provisions of the General Resolution and the Series
Resolution permitting the use, application and disposal thereof, is valid and binding as against any and all parties
having claims against the Corporation.

D-2

¢



6. The Series 1997-A Bonds do not constitute a debt, liability or other obligation of the
Commonwealth of Kentucky, and neither the faith and credit nor the taxing power of the Commonwealth of
Kentucky is pledged to the payment of the principal of or interest on the Series 1997-A Bonds.

7. Under existing statutes, the Series 1997-A Bonds, the income thereon and the transfer
thereof, including any profit made on the sale thereof, shall at all times be exempt from taxation by the
Commonwealth, its agencies and departments and by all political subdivisions within the Commonwealth.

In rendering this opinion, we are advising you that the enforceability of the Bonds, the General
Resolution and the Series Resolution may be limited by bankruptcy, moratorium, insolvency or other laws affecting
creditors’ rights or remedies and is subject to general principles of equity (regardless of whether such enforceability
is considered in a proceeding in equity or at law).

We have examined an executed Series 1997-A Bond and, in our opinion, the form of said Series
1997-A Bond and its execution are regular and proper.

Very truly yours,

o

D3



Bond Counsel proposes to deliver its final approving opinion upon the delivery of the Subordinate
Series 1997-B Bonds, in substantially the form which follows. @

[LETTERHEAD OF HAWKINS, DELAFIELD & WOOD]

[Date of Delivery]

Kentucky Higher Education Student

Loan Corporation
Louisville, Kenmcky

Ladies and Gentlemen:

We have examined a record of proceedings relating to the issuance of § Student
Loan Revenue Bonds, Series 1997-B (the "Series 1997-B Bonds"), of the Kentucky Higher Education Student Loan
Corporation (the "Corporation”), a public body corporate and politic constituting an independent de jure municipal
corporation and political subdivision of the Commonwealth of Kentucky.

The Series 1997-B Bonds have been authorized and issued pursuant to Chapter 164A of the
Kentucky Revised Statutes, as amended (the "Act™), a 1997 General Bond Resolution adopted by the Corporation
on May _ , 1997, as amended to date (the "General Resolution”™), and the Series 1997-B Bond Resclution adopted
by the Corporation on May _ , 1997 which specifically anthorized the Series 1997-B Bonds (the "Series
Resolution™). Cernain capitalized terms used but not defined herein are as defined for purposes of the Series
Resolution. Pursuant to the General Resolution and the Series Resolution, the Corporation has authorized the
issuance of the Series 1997-B Bonds for the purposes of providing funds for the financing of Student Loans.

The Series 1997-B Bonds, dated , are scheduled to mature on the dates and in the
principal amounts and will bear interest at the rates per annum as set forth in the Series Resolution.

The Series 1997-B Bonds are issuable as fully registered bonds in the denomination of $50,000
and any integral multiple thereof. The Series 1997-B Bonds are subject to exchange, 1o conversion and 10
redemption prior to maturity and are payable upon the terms and conditions set forth therein, in the General
Resolution and in the Series Resolution.

Pursuant to the Act and the General Resolution, the Corporation is authorized to issue the Senes
1997-B Bonds. The Series 1997-B Bonds constitute Subordinate Obligations entitled to the equal benefit, protection
and securiry of the provisions and covenants of the General Resolution and the Series Resolution with respect to
Subordinate Obligations, other than Senior Subordinate Obligations, of equal Class as the Series 1997-B Bonds.

The General Resolution and the Series Resolution provide that the pledges and assignments made
thereby and the provisions, covenants and agreements of the Corporation therein set forth shall be for the equal
benefit, protection and security of the Owners of any and all Obligations, each of which shall be of equal rank
without preference, priority or distinction, except as expressly provided therein. The General Resolution and the
Series Resolution further provide thar the Series 1997-B Bonds and all other Subordinate Obligations, other than
Senior Subordinate Obligations, having the same priority by the applicable Series Resolution authorizing their
issuance shall constitute a Class thereunder which shall have the same priority of claim as to payment under the
General Resolution, which priority shall be: (i) senior to that of all other Subordinate Obligations expressly
identified in a supplemental indenture as subordinate to such Class, and 1o all Obligations having the same priority
of claim as 1o payment as do Subordinated Obligations so expressly identified; (ii) subordinate 1o that of any Senior
Obligations and Senior Subordinated Obligations; and (iii) subordinate to that of all other Subordinated Obligations
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expressly identified in a supplemental indenture as senior to such Class and to all Obligations having the same
priority of claim as to payment as do Subordinated Obligations so expressly idemtified, in each case while
Outstanding under the General Resolution and the Series Resolution. The Corporation is issuing its Student Loan
Revenue Bonds, Series 1997-A, which are Senjor Obligations under the General Resolution, concurrently with the
issuance of the Series 1997-B Bonds. The Corporation reserves the right to issue Additional Obligations under the
General Resolution which are senior, equal to or subordinate in such priority to the Series 1997-B Bonds.

The General Resolution and the Series Resolution provide thar nonpayment of the principal of or
interest on Subordinate Obligations, including Senior Subordinate Obligations, occurring while any Obligations
which are senior in priority of claim as to payment under the General Resolution and the Series Resolution to the
Obligations affected, and which are not affected by such nonpayment, remain Ouistanding, shall not result in an
Event of Default under the General Resolution and the Series Resolution that would give rise to a right on the part
of Owners of affected Obligations to accelerate the affected Obligations or to exercise any other remedy. The
General Resolution and the Series Resolution further provide: (i) that only Owners of Obligations which are not
subordinate in priority of claim as to payment thereunder to any other Quistanding Obligations may exercise any
remedy or right of enforcement or consent to any action thereunder; and (ii) that the exercise by such Owners of
the remedy of acceleration in response to an Event of Default which does not result from nonpayment of the
principal of or interest on Obligations is conditioned upon the consent of all Owners of Outstanding Obligations.

The General Resolution and the Series Resolution provide that Owners of the Series 1997-B Bonds
will have no claim to any amounts properly distributed from the Trust Estate from time to time pursuant to the
General Resolution and that the recipients of such amounts shall in no event be required to refund such distributed
AMOUnts.

We are of the opinion that:

i. The Corporation is a duly organized and existing independent de jure municipal
corporation and political subdivision of the Commonwealth of Kentucky, pursuant to the Constitution and laws of
the Commonwealth of Kentucky.

2. The Corporation has valid right and lawful authority to adopt the General Resolution and
the Series Resolution, to issue its Student Loan Revenue Bonds, including the Series 1997-B Bonds, pursuant to the
General Resolution and to perform its duties, obligations and covenants pursuant to the terms and conditions of the
General Resolution including the financing and refinancing of Student Loans.

3. The General Resolution and the Series Resolution have been duly and validly adopted by
the Corporation, are in full force and effect and are valid and binding upon the Corporation and enforceable in
accordance with their terms.

4, The Series 1997-E Bonds have i:een duly authorized and issued by the Corporation in
accordance with the Constination and laws of the Commonwealth of Kentucky, including the General Resolution and
the Series Resolution.

3. The Series 1997-B Bonds are valid and binding special and limited obligations of the
Corporation, enforceable in accordance with their terms and the terms of the General Resolurion and the Series
Resolution and entitled to the benefits of the Act, the General Resolution and the Series Resolution. As provided
by the General Resolution, the Series 1997-B Bonds are secured by a pledge of certain revenues, assets and funds
of the Corporation, including: (i) the proceeds of the sale of the Series 1997-B Bonds; (ii) the Revenues and Loans:
and (iii} all moneys and investments held in any of the funds and accounts established by the General Resolution
{other than the Rebate Fund), subject to the provisions of the General Resolution and the Series Resolution
permitting the use, application and disposal thereof. Pursuant to Section 164A.100 of the Act, such pledge is valid
and binding and the lien of such pledge as security for the payment of the Series 1997-E Bonds, on 2 basis of parity
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with all other Obligations secured thereby and subject to the provisions of the General Resolurion and the Series
Resolution permitting the use, application and disposal thereof, is valid and binding as against any and all parties
having claims against the Corporation.

6. The Series 1997-B Bonds do not constitute a debt, liability or other obligation of the
Commonwealth of Kentucky, and neither the faith and credit nor the raxing power of the Commonwealth of
Kentucky is pledged to the payment of the principal of or interest on the Series 1997-B Bonds.

7 8 Under existing stamutes and court decisions, interest on the Series 1997-B Bonds is not
included in gross income for federal income tax purposes pursuant to Section 103 of the Internal Revenue Code of
1986, as amended (the "Code"). Interest on the Series 1997-B Bonds will be treated as a preference item in
calculating the alternative minimum tax imposed under the Code on individuals and corporations.

The Code establishes certain requirements that must be met subsequent to the issuance and delivery
of the Series 1997-B Bonds in order that, for federal income tax purposes, interest on the Series 1997-B Bonds be
not included in gross income pursuant to Section 103 of the Code. These requirements include, but are not limited
to, requirements relating to the use and expenditure of Series 1997-B Bond proceeds, restrictions on the investment
of Series 1997-B Bond proceeds prior to expenditure and the requirement that certain earnings be rebated to the
federal government. Noncompliance with such requirements may cause interest on the Series 1997-B Bonds 1o
become subject to federal income taxation retroactive to their date of issue, irrespective of the date on which such
noncompliance is ascertained.

Prior to the delivery of the Series 1997-B Bonds, the Corporation and the Trustee executed a Tax
Regulatory Agreement (the "Tax Regulatory Agreement”) containing provisions and procedures purseant to which
such requirements can be satisfied. In executing the Tax Regulatory Agreement, the Corporation covenants that it
will comply with the provisions and procedures set forth therein and thar it will do and perform all acts and things
necessary or desirable to assure that interest paid on the Series 1997-B Bonds will, for the purposes of federal
income taxarion, be not included in gross income.

In rendering the opinion in paragraph 7 hereof, we have relied upon and assumed: (i) the material
accuracy of the representations, statements of intention and reasonable expectation and cemificarions of fact
contained in the Tax Regulatory Agreement with respect to matters affecting the status of interest paid on the Series
1997-B Bonds; and (ii) compliance by the Corporation with the procedures and covenants set forth in the Tax
Regulatory Agreement.

8. Under existing statutes, the Series 1997-B Bonds, the income thereon and the transfer
thereof, including any profit made on the sale thereof, shall ar zll times be exempt from taxation by the
Commonwealth, its agencies and departments and by all political subdivisions within the Commonwealth.

In rendering this opinion, we are advising you that the enforceability of the Bonds, the General
Resolution and the Series Resolution may be limited by bankruptcy, moratorium, insolvency or other laws affecting
creditors’ rights or remedies and is subject to general principles of equity (regardless of whether such enforceability
is considered in a proceeding in equity or at law).

We have examined an executed Series 1997-B Bond and, in our opinion, the form of said Series
1997-B Bond and its execution are regular and proper.

Very truly yours,
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APPENDIX E

AUCTION PROCEDURES

The Auction Procedures as separately applicable to each Series or Subseries of ARCs are as set forth below.
All of the terms used in this Appendix E are defined herein or in other parts of this Official Statement.

Definitions

"AA" Composite Commercial Paper Rate" means, as of any date of determmation, (A) the mterest
equivalent of the 30-day rate on commercial paper placed on behalf of issuers whose corporate bonds are rated "AA"
by S&P, or the equivalent of such rating by S&P, as such 30-day rate is made available on a discount basis or
otherwise by the Federal Reserve Bank of New York for the Business Day immediately preceding such date of
determination, or (B) if the Federal Reserve Bank of New York does not make available any such rate, then the
arithmetic average of the interest equivalent of the 30-day rate on commercial paper placed on behalf of such issuers,
as quoted to the Auction Agent on a discount basis or otherwise, by the Commercial Paper Dealers, as of the close of
business on the Business Day immediately preceding such date of determination. If at the time quotations are
required any Commercial Paper Dealer does not quote a commercial paper rate required to determine the "AA"
Composite Commercial Paper Rate, or if less than three Commercial Paper Dealers are then serving as such for any
reason, the "AA" Composite Commercial Paper Rate shall be determined on the basis of such quotation or
quotations furnished by the Commercial Paper Dealer or Commercial Paper Dealers then serving as such and
providing a quotation. For purposes of this definition, the "interest equivalent” of a rate stated on a discount basis (a
"discount rate”) for commercial paper of a given day's maturity shall be equal to the product of (a) 100 times (b) the
quotient (rounded upward to the next higher one thousandth (.001) of 1%6) of (x) the discount rate (expressed in
decimals) divided by (v) the difference between (i) 1.00 and (if) a fraction, the numerator of which shall be the
product of the discount rate (expressed in decimals) times the number of days from (and including) the date of
determination to (but excluding) the date on which such commercial paper matures and the denominator of which
shall be 360,

"After-Tax Equivalent Rate” on any date of determination, means the interest rate per annum equal to the
product of (i) the "AA" Composite Commercial Paper Rate on such date and (ii) 1.00 minns the Statmtory Corporate
Tax Rate on such date.

* "All-Hold Rate" on any date of determination with respect to the Series A ARCs, shall mean the interest
rate per annum equal to 90% of LIBOR,; and with respect to the Series B ARCs, shall mean the interest rate per
annum equal to 90% (as such percentage may be adjusted pursuant to the Resolutions) of the lesser on such date of:

(a) the After-Tax Equivalent Rate on such date; and
(b) the Kenny Index on such date,

rounded to the nearest one thousandth (.001) of 1%, provided that in no event shall the All-Hold Rate be more than
the Maximum Rate or less than zero.

"Applicable Number of Business Days" means the greater of two Business Days or one Business Day plus
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"Applicable Percentage” on any date of determination, means the percentage determined (as such
percentage may be adjusted pursuant to the Resolutions) based on Moody's credit rating of the Series B ARCs in
effect at the close of business on the Business Day immediately preceding such date, as set forth below:

Moodv's Credit Rating Applicable Percentage
"Aaa” 175%
"Aai" to “Aal” 175%
"A3" to “Al" 175%
“Baa3"” to “Baal”™ 200%
Below "Baa3" 265%

provided, that if the Series B ARCs are not then rated by Moody’s or if a Payment Default has occurred and is
continuing, the Series B Applicable Percentage shall be 265%. For purposes of this definition, Moody's rating
categories of "Aaa", "Aa", "A", and "Baa", refer to and include the respective rating categories correlative thereto if
Muoody's shall have changed or modified its generic rating categories or if Moody's does not rate or no longer rates
the Series B ARCs or has been replaced.

"ARCs" shall mean the Senior Series 1997-A Bonds and the Subordinate Series 1997-B Bonds outstanding
as Auction Rate Certificates.

"Auction" shall mean each periodic implementation of the Auction Procedures, as described hersin.
"Auction Agency Agreement” shall mean the Auction Agency Agreement dated as of May 1, 1997 among
the Corporation, the Trustee and the Auction Agent and any similar agreement with a successor Auction Agent, in
each case as from time to time amended or supplemented.
. "Auction Date" shall mean for the Senior Series 1997-A-1 Bonds, June 16, 1997, for the Senior Series
1997-A-2 Bonds, June 23, 1997 and for the Subordinate Series 1997-B Bonds, June 16, 1997 and thereafter, in each
instance the Business Day immediately preceding the first day of each Interest Period, other than:

(a) each Interest Period commencing after the ownership of the ARCs is no longer maintained in
book entry form by the Depository;

(b) each Interest Period commencing after the occurrence and during the continuance of a Payment
Default; or

(c) any Interest Period commencing less than the Applicable Number of Business Days after the
cure or waiver of a Payment Default,

Notwithstanding the foregoing, the Auction Date for one or more Auction Periods may be changed pursuant
1o the Resolutions.

"Auction Period" means, with respect to any ARCs, the Interest Period applicable thereto as the same may
be changed pursuant to the Resolutions.

"Auction Procedures” shall mean the procedures hereinafter set forth.

"Auction Rate" shall mean the rate of interest per annum on any Auction Date that results from the
implementation of the Auction Procedures.

"Authorized Denominations” shall mean with respect to the Senior Series 1997-A Bonds and Subordinate
Series 1997-B Bonds outstanding as ARCs $50.000 and any integral multiple thereof.
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"Bond-Equivalent Yield" shall mean, in respect of any security with a maturity of six months or less the
rate for which is quoted in The Wall Street Journal on a bank discount basis, a yield (expressed as a percentage)
calculated in accordance with the following formula and rounded up to the nearest one-hundredth of one percent:

Bond Equivalent Yield = QxN x 100
360 - (TxQ)

where "Q" refers to the per annum rate for the security quoted on a bank discount basis and expressed as a decimal,
"N" refers to 365 or 366 (days), as the case may be, and "T" refers to the number of days to maturity.

"Business Day" shall mean any day other than April 14 and 15, December 30 and 31, a Saturday, Sunday,
holiday or day on which banks located in the City of New York, New York, or the New York Stock Exchange, the
Trustee or the Auction Agent, are authorized or permitted by law or executive order to close.

"Carry-over Amount" shall mean the excess, if any, of (a) the amount of interest on a Senior Series 1997-A
Bond that would have accrued with respect to the related Auction Period at the Auction Rate over (b) the amount of
interest on such Senior Series 1997-A Bond actually accrued with respect to such Senior Series 1997-A Bond with
respect to such Auction Period based on the Maximum Rate, together with the unpaid portion of any such excess
from prior Auction Periods; provided that any reference to "principal” or "interest" in the Series A Resolution and in
the Senior Series 1997-A Bond shall not include within the meanings of such words any Carry-over Amount or any
interest accrued on any Carry-over Amount.

"Change of Preference Law" means, with respect to any Holder of Series B ARCs, any amendment to the
Code or other statute enacted by the Congress of the United States or any temporary, proposed or final regulation
promulgated by the United States Treasury after the Closing Date which (i) changes or would change any deduction,
credit or other allowance allowable in computing liability for any federal tax with respect to, or (ii) imposes or
would impose or reduces or would reduce or increases or would increase any federal tax (including, but not limited
to, preference or excise taxes) upon, any interest eamed by any holder of bonds the interest on which is excluded from
federal gross ncome under Section 103 of the Code.

"Default Rate” on any date of determination with respect to the Series A ARCs shall mean the interest rate per
annum equal to the lesser of (i) One-Month LIBOR. plus 1.50% or (ii) the Maximum Interest Rate; and with respect to the
Series B ARCs shall mean the interest rate per annum equal to the lesser of (i) the Applicable Percentage of the Kenny
Index and (ii) the Maximum Interest Rate.

"Depository™ shall mean Cede & Co., as the nominee of DTC or any successor securities depository selected or
approved by the Corporation.

"Existing Holder" shall mean a person who has signed a Master Purchaser's Letter and is listed as the owner of
ARCs in the records of the Anction Agent

"Favorable Opinion” means an opinion of Bond Counsel addressed to the Corporation and the Trustee to the
effect that the action proposed to be taken is authorized or permitted by the Resolutions and will not adversely affect any
exclusion from gross income for federal income tax purposes of interest on the Subordinate Series 1997-B Bonds.

"Holder" shall mean the beneficial owner of amy Bond.

"Initial Interest Period" shall mean the period from and including the respective dates of delivery of each Series
of the 1997 Bonds and ending: on June 16, 1997 as to the Senior Series 1997-A-1 Bonds; on Jume 23, 1997 as to the
Senior Series 1997-A-2 Bonds; and on June 16, 1997 as to the Subordinate Series 1997-B Bonds.

"Interest Amoumt” shall mean the amount of interest distributable in respect of each $1,000 in principal amoumt
(taken, without rounding, to .0001 of one cent) of ARCs for any Interest Period or part thereof, as calculated in



"Interest Payment Date” means with respect to the Senior Series 1997-A Bonds, the day following the end of
each Interest Period; provided, however, that if the duration of the Interest Period is one year or longer, then the Interest
Pavment Dates therefor shall be May 1 and November 1 during such Interest Period and the day following the end of
such Interest Period, and shall also mean the maturity date of the Senior Series 1977-A Bonds, or if any such darz isnot a
Business Day, the next succeeding Business Day; and, with respect to the Subordinate Series 1997-B Bonds, shall mean
each May 1 and November 1, and on the marmrity date thereof; or if any such day is not a Busmess Day, the next
succeeding Business Day (but only for interest accrued through the preceding April 30 or October 31, as the case may
be).

"Interest Period"” means (i) so long as interest is pavable on May 1, and November 1, with respect thereto and
umless otherwise changed as described in the Resohrtions, the Inital Interest Period and each successive 35-day period
thereafier, respectively, commencing on a Tuesday and ending on (and including) a Monday (or such other changed
period), and (i) if and for so long as, Interest Payment Dates are specified to occur at the end of each Auction Period as
described in the Resolutions, each period commencing on an Interest Payment Date and ending on but excluding the next
succeeding Interest Payment Date.

"Kenny Index" shall mean the index most recently made available by Kenny S&P Evaluation Services
(“Kenny”™) or any successor thereto (the “Indexing Agent’™) based upon 30-day vield evaluations at par of securities, the
interest of which is excluded from gross income for federal income tax purposes under the Code, of not less than five
“Intermediate Grade™ component issuers selected by the Indexing Agent which shall include, without limitation, issuers of
general obligation bonds. The specific issuers included among the component issuers may be changed from time to time
by the Indexing Agent in its discretion. The securities on which the Kenny Index is based shall not include any securities
the interest on which is subject to a “minimum tax" or similar tax under the Code, unless all such securities are subject to
such tax. In the event that Kenny no longer publishes an index satisfiing the above definition of the Kenny Index or the
Market Agent reasonably concludes that the Kenny Index will not be announced in a timely manner, then the Markst
Agent shall announce a rate based upon the same criteria used by Kenmy to determine the Kenny Index and the rate
announced by the Market Agent for each Auction Date thereafter shall be used m bieu of the Kenny Index for each
Auction Date.

"LIBOR" shall mean (A) for any Auction Period of fewer than forty-nine (49) days, the offered rates for
deposits in U.S. dollars for a one-month period which appears on Telerate Page 3750 at approximately 11:00 am.,
London time, on the date of determination, or if such date is not a date on which dealings in U.S. dollars are transacted in
the London interbank market, then on the next preceding day on which such dealings were transacted in such market (the
"calculation date™) and (B) for any Auction Period of (1) at least forty-nine (49) but fewer than seventy (70) days, such
rates for deposits in U.S. dollars for a two-month period, (ii) at least seventy (70) but fewer than eighty-five (85) days, the
arithmetic average of such rates for deposits in U.S. dollars for two- and three-month periods, and (iif) at least eighty-five
(85) but fewer than ninety-one (91) days, such rate for deposit in U.S. dollars for a three-month period; provided, that if
on any calculation date, no rate appears on Telerate Page 3750 as specified above, "LIBOR" means the arithmetic average
of the offered quotations of four major banks in the London interbank market, selected by the Market Agent, for deposits
in U.S. dollars for the respective periods specified above to prime banks in the London interbank market at approximatehy
11:00 am., London time, on such calculation date and in a principal amouwnt of not less than $1,000,000 that is
representative of a single ransaction in such market at such time, unless fewer than two such quotations are provided, in
which case, the arithmetic average of the rates quoted at approximately 11:00 am , New York City time, on the date next
preceding such calculation date by three major banks in the City of New York selected by the Market Agent for loans in
U.S. dollars to leading European banks in a principal amount of not less than 51,000,000 that is representative of a single
transaction in such market at such time.

t  "LIBOR Determination Diate" shall mean the Auction Date, or if no Auction Date is applicable, the Business
Day immediately preceding the first day of each Interest Period.

"Market Agent” shall mean the marke: acent or market agents appointed pursuant to the Resohmion, and its or
their successors or assigns.



"Market Agent Agreement” shall mean the Market Agent Agreement dated as of May 1, 1997, between the
Corporation and the Market Agent, and any similar agreement with a successor Market Agent, in each case as from time
to time amended or supplemented.

"Master Purchaser’s Letter" means a letter in the form of Appendix G to this Offering Memorandum, addressed
to, among others, the Corporation, the Auction Agent, a Broker-Dealer and a Participant.

"Maximum Auction Rate” shall mean (T) the Ninety-One Day United States Treasury Bill Rate plus 1.20% (if all
ratings assigned by the Rating Agencies to the applicable Series A ARCs are "Aa3" or "AA-" or better), (ii) the
Ninety-One Day United States Treasury Bill Rate plus 1.50%6 (if any one of the ratings assigned by the Rating Agencies
to the applicable Series A ARCs is at least "A" but less than "AA3" or "AA-"), or (iii) the Ninety-One Day United States
Treasury Bill Rate plus 1.75% (if one of the ratings assigned by the Rating Agencies to the applicable Series A ARCs 15
less than "A™). For purposes of the Auction Agent and the Auction Procedures, the ratings referred to in this definition
shall be the last ratings of which the Auction Agent has been given notice pursuant to the Auction Agsncy Agresment

"Mandimum Interest Rate™ with respect to the Series A ARCs, shall mean the lesser of (a) 17% per ammum or
such higher rate as may be permitted upon receipt of a Rating Affirmation or (b) the maximum rate of interest permitted
under Kentucky law; and with respect to the Series B ARCs shall mean the lesser of (a) 12% per annum (or such higher
rate, not in excess of 18% as may be provided by amendment to the Resolutions upon receipt by the Corporation of a
Favorahle Opinion) or (b) the maximum rate of interest permitted under Kenmcky law.

"Maximum Rate” on any date of determination, with respect to the Series A ARCs, shall mean the interest rate
per annum equal to the Jesser of

(&) the Maximum Auvction Rate; and
(b) the Manimum Interest Rate;
and with respect to the Series B ARCs, shall mean the interest rate per anmum equal to the lesser of:

{2) the Applicable Percentage of the higher of (i) the After-Tax Equivalent Rate on such date and (ii)
the Kenny Index on such date; and

(b) the Madimum Interest Rate;
rounded to the nearest one thousandth (.001) of 1%.

"Ninety-One Day United States Treasury Bill Rate” shall mean the Bond-Equivalent Yield on the 91-day
United States Treasury Bills sold at the last auction thereof that immediately precedes the Auction Date, as
determined by the Market Agent on the Auction Date.

"One-Month LIBOR." shall mean the London interbank offered rate for deposits in 1U.S. dollars having a
maturity of one month commencing on the related LIBOR Determination Date (the "One-Month Index Maturity™)
which appears on Telerate Page 3750 as of 11:00 2m., London time, on such LIBOR Determination Date. If such
rate does not appear on Telerate Page 3750, the rate for that day will be determined on the basis of the rates at which
deposits in U.S. dollars, having the One-Month Index Maturity and in a principal amount of not less than U1.S.
£1,000,000, are offered at approximately 11:00 am., London time, on such LIBOR. Determination Date to prime
banks in the London interbank market by four major banks in the London interbank market selected by the Auction
Agent (the "Reference Banks™). The Auction Agent will request the principal London office of each of such
Reference Banks to provide a quotation of its rate. If at least two such quotations are provided, the rate for that day
will be the arithmetic mean of the rates quoted by major banks in New York City, selected by the Auction Agent, at
approximately 11:00 a.m., New York City time, on such LIBOR Determination Date for loans in TU.S. dollars to
leading European banks having the One-Month Index Maturity and in a principal amount equal to an amount of not
less than U.5. $1,000,000; provided that if the banks selected as aforesaid are not quoting as mentioned in this
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sentence, One-Month LIBOR in effect for the applicable Interest Period will be One-Month LIBOR in effect for the
previous Interest Period.

"Participant” shall mean a member of or participant in, the Depository.

"Payment Default” shall mean failure to make payment of interest on, premium, if any, and principal of the
ARCs when due, by the Corporation.

"Person" means and includes, unless otherwise specified, an individual, corporation, company, trust, estate,
partnership or association.

"Pamuﬁa]Hol&w"shaﬂmmmyPummchdmgmy&hﬁngHﬂldﬂ,{l}msl:ﬂllhave_exw.:teda
Master Purchaser's Letter and (2) who may be interested in acquiring ARCs (or, in the case of an Existing Holder
thereof, an additional principal amount of ARCs).

"Record Date” shall mean, with respect to Senior Series 1997-A Bonds or Subordinate Series 1997-B
Bonds outstanding as ARCs, (a) if and for so long as interest is payable with respect thereto semiannually, one
Business Day prior to each Interest Payment Date and (b) so long as Interest Payment Dates are specified to occur at
the end of each Auction Period, as provided in the Resolutions, the Applicable Number of Business Days
immediately preceding each Interest Payment Date.

"Redemption Date" when used with respect to any ARCs to be redeemed, shall mean the date fixed for such
redemption.

"Registrar" shall mean the Trustee or any separate registrar appointed under the Resolutions with respect to
the Senior Series 1997-A Bonds and Subordinate Series 1997-B Bonds.

"SEC" shall mean the Securities and Exchange Commission.

"Securities Exchange Act” shall mean the Securities Exchange Act of 1934, as amended.

"Statutory Corporate Tax Rate” means, as of any date of determination, the highest tax rate bracket
{expressed in decimals) now or hereafter applicable in each taxable vear on the taxable income of every corporation
as set forth in Section 11 of the Code or any successor section, without regard to any minimum additional tax
provision or provisions regarding changes in rates during a taxable year; the Statutory Corporate Tax Rate as of
May 1, 1997, is 35%.

"Submission Deadline” shall mean 1:00 p.m., New York City time, on any Auction Date or such other time
on any Auction Date by which Broker-Dealers are required to submit Orders to the Auction Agent, as specified by
the Auction Agent for time to time.

Introduction

Auctions shall be conducted on each Auction Date (other than the Auction Date immediately preceding: (i)
each Interest Period commencing after the ownership of the ARCs is no longer maintained in book-entry form by
DTG, (ii) each Interest Period commencing after the occurrence and during the continuance of a Payment Default; or
(iii) any Interest Period commencing less than two Business Days afier the cure of a Payment Default). If there is an
Auction Agent on such Auction Date, Auctions shall be conducted in the following manner;

Orders By Existing Holders and Potential Holders
(afi)  Prior to the Submission Deadline on each Auction Date:

(A) each Existing Holder of ARCs may submit to a Broker-Dealer information as to: () the principal
amount of Outstanding ARCs, if any, held by such Existing Holder which such Existing Holder desires to
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continue to hold without regard to the Auction Rate for the next succeeding Interest Period, (II) the
principal amount of Outstanding ARCs, if any, which such Existing Holder offers to sell if the Auction Rate
for the next succeeding Interest Period shall be less than the rate per annum specified by such Existing
Holder, and/or (IIT) the principal amount of Cutstanding ARCs, if any, held by such Existing Holder which
such Existing Holder offers to sell without regard to the Auction Rate for the next succeeding Interest
Period; and

(B) one or more Broker-Dealers may contact Potential Holders to determine the principal amount of
ARCs which each such Potential Holder offers to purchase if the Auction Rate for the next succeeding
Interest Period shall not be less than the rate per annum specified by such Potential Holder.

The communication to a Broker-Dealer of information referred to in clanse (A)I), (ANII), (AXIID or (B) of

this subsection (2)(i) is hereinafter referred to as an "Order” and collectively as "Orders". Each Existing Holder and

each Potential Holder placing an Order is hereinafter referred to as a "Bidder” and collectively as "Bidders”. An
Order containing the information referred to in clause (A)(T) of this subsection (2)(i) is hereinafier referred toasa
"Hold Order” and collectively as "Hold Orders”. An Order containing the information referred to in clause (A)II) or
(B) of this subsection (a)(i) is hereinafter referred to as a "Bid" and collectively as "Bids". An Order containing the
information referred to in clause (A)IIT) of this subsection (a)(i) is hereinafter referred to as a "Sell Order” and
collectively as "Sell Orders".

(ii)}(A) Subject to the provisions of subsection (b) below, 2 Bid by an Existing Holder shall constitute an
irrevocable offer to sell: (I) the principal amount of Qutstanding ARCs specified in such Bid if the Auction
Rate determined shall be less than the rate specified in such Bid; or (IT) such principal amount or a lesser
principal amount of Outstanding ARCs to be determined as set forth in clause (D) of paragraph (i) of
subsection (d) below, if the Auction Rate determined shall be equal to the rate specified in such Bid; or (III)
such principal amount or a lesser principal amount of Outstanding ARCs to be determined as set forth in
clause (C) of paragraph (if) of subsection (d) below if the rate specified shall be higher than the Maximum
Rate and Sufficient Clearing Bids have not been made.

(B) Subject to the provisions of subsection (b) below, a Sell Order by an Existing Holder shall
constifute an orevocable offer to sell: (I) the principal amount of Outstanding ARCs specified in such Sell
Order; or (II) such principal amount or a lesser principal amount of Outstanding ARCs as set forth in clause
(C) of paragraph (ii) of subsection (d) below if Sufficient Clearing Bids have not been made.

(4] Subject to the provisions of subsection (b) below, a Bid by a Potential Holder shall constitute an
irrevocable offer to purchase: (T) the principal amount of Outstanding ARCs specified in such Bid if the
Auction Rate determined shall be higher than the rate specified in such Bid; or (IT} such principal amount or
a lesser principal amount of Outstanding ARCs as set forth in clause (E) of paragraph (i) of subsection (d)
below if the Auction Rate determined shall be equal to the rate specified in such Bid.

Submission By Broker-Dealers to the Auction Agent

(b)}(i) Each Broker-Dealer shall submit in writing to the Auction Agent prior to the Submission Deadline

on each Auction Date all Orders obtained by such Broker-Dealer and shall specify with respect to each such Order:

{A) the name of the Bidder placing such Order,

(B) the aggregate principal amount of ARCs that are the subject of such Order,

(C) to the extent that such Bidder is an Existing Holder: (I) the principal amount of ARCs, if any,
subject to any Hold Order placed by such Existing Holder; (II) the principal amount of ARCs, if any,

subject to any Bid placed by such Existing Holder and the rate specified in such Bid; and (I1I) the principal
amount of ARCs, if any, subject to any Sell Order placed by such Existing Holder; and
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(D)  tothe extent such Bidder is a Potential Holder, the rate and amount specified in such Potential
Holder's Bid.

(ii) Ifany rate specified in any Bid contains more than three figures to the right of the decimal point, the
Auction Agent shall round such rate up to the next highest one thousandth (.001) of 1%.

(iii) If an Order or Orders covering all Outstanding ARCs held by any Existing Holder is not submitted to
the Auction Agent prior to the Submission Deadline, the Auction Agent shall deem a Hold Order to have been
submitted on behalf of such Existing Holder covering the principal amount of Outstanding ARCs held by such
Exdsting Holder and not subject to an Order submitted to the Auction Agent.

(iv) None of the Corporation, the Trustee nor the Auction Agent shall be responsible for any failure of a
Broker-Dealer to submit an Order to the Auction Agent on behalf of any Existing Holder or Potential Holder.

(v) If any Existing Holder submits through a Broker-Dealer to the Anction Agent one or more Orders
covering in the aggregate more than the principal amount of Outstanding ARCs held by such Existing Holder, such
Orders shall be considered valid as follows and in the following order of priority:

(A) all Hold Orders shall be considered valid, but only up to and mcluding in the aggregate the
principal amount of ARCs held by such Existing Holder, and if the aggregate principal amount of ARCs
subject to such Hold Orders exceeds the aggregate principal amount of ARCs held by such Existing Holder,
the aggregate principal amount of ARCs subject to each such Hold Order shall be reduced pro rata to cover
the ageregate principal amount of Outstanding ARCs held by such Existing Holder.

(B) (I} any Bid shall be considered valid up to and including the excess of the principal amount of
Outstanding ARCs held by such Existing Holder over the aggregate principal amount of ARCs subject to
any Hold Orders referred to in clause (A) of this paragraph (v); (II) subject to subclause (T) of this clause
(B), if more than one Bid with the same rate is submitted on behalf of such Existing Holder and the
aggregate principal amount of Outstanding ARCs subject to such Bids is greater than such excess, such
Bids shall be considered valid up to and including the amount of such excess and the stated amount of
ARCs subject to each Bid with the same rate shall be reduced pro rata to cover the stated amount of ARCs
equal to such excess; (III) subject to subclauses (I) and (II) of this clause (B), if more than one Bid with
different rates is submitted on behalf of such Existing Holder, such Bids shall be considered valid first in
the ascending order of their respective rates until the highest rate is reached at which such excess exists and
then at such rate up to and including the amount of such excess; and (IV) in any such event, the aggregate
principal amount of Qutstanding ARCs, if any, subject to Bids not valid under this clause (B) shall be
treated as the subject of a Bid by a Potential Holder at the rate therein specified; and

(C) all Sell Orders shall be considered valid up to and including the excess of the principal amount of
Outstanding ARCs held by such Existing Holder over the aggregate principal amount of ARCs subject to
- wvalid Hold Orders referred to in clause (A) of this paragraph (v) and valid Bids referred to in clause (B) of
this paragraph (v).

(vi) Ifmore than one Bid for ARCs is submitted on behalf of any Potential Holder, each Bid submitted
shall be a separate Bid with the rate and principal amount therein specified.

) (vii) Any Bid or Sell Order submitted by an Existing Holder covering an aggregate principal amount of
ARCs not equal to $50,000 or any integral multiple thereof shall be rejected and shall be deemed a Hold Order. Any
Bid submitted by a Potential Holder covering an aggregate principal amount of ARCs not equal to $50,000 or any
integral multiple thereof shall be rejected.

(viii) Any Bid submitted by an Existing Holder or a Potential Holder specifying a rate lower than the

All-Hold Rate shall be treated as a Bid specifving the All-Hold Rate and each such Bid shall be considered as valid
and shall be selected in the ascending order of their respective rates in the Submitted Bids.
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. Determination of Sufficient Clearing Bids, Auction Rate and Winning Bid Rate

(c)i) Not earlier than the Submission Deadline on each Auction Date, the Auction Agent shall assemble
all valid Orders submitted or deemed submitted to it by the Broker-Dealers (each such Order as submitted or deemed
submitted by a Broker-Dealer being hereinafter referred to individually as a "Submitted Hold Order,” 2 "Submitted
Bid" or a "Submitted Sell Order," as the case may be, or as a "Submitted Order” and collectively as "Submitted Hold
Orders," "Submitted Bids" or "Submitted Sell Orders,” as the case may be, or as "Submitted Orders") and shall
determine:

(A) the excess of the total principal amount of Outstanding ARCs over the sum of the aggregate
principal amount of Qutstanding ARCs subject to Submitted Hold Orders (such excess being heremafter
referred to as the "Available ARCs"™); and

(B) from such Submitted Orders whether (I) the aggregate principal amount of Qutstanding ARCs
subject to Submitted Bids by Potential Holders specifying one or more rates equal to or lower than the
Maximum Rate; exceeds or is equal to the sum of: (II) the aggregate principal amount of Outstanding ARCs
subject to Submitted Bids by Existing Holders specifying one or more rates higher than the Maximum Rate;
and (I1T) the aggregate principal amount of Outstanding ARCs subject to Submitted Sell Orders (in the
event such excess or such equality exists, other than because the sum of the principal amounts of ARCs m
subclanses (T) and (IIT) above is zero because all of the Qutstanding ARCs are subject to Submitted Hold
Orders, such Submitted Bids in subclause (T) above being hereinafter referred to collectively as "Sufficient
Clearing Bids"); and

(] if Sufficient Clearing Bids exist, the lowest rate specified in such Submitted Bids (which shall be
the "Winning Bid Rate™) such that ift (I)(a) each such Submitted Bid from Existing Holders specifying such
lowest rate and (b) all other Submitted Bids from Existing Holders specifying lower rates were rejected,
thus entitling such Existing Holders to continue to hold the principal amount of ARCs subject to such
Submitted Bids; and (IT)a) each such Submitted Bid from Potential Holders specifying such lowest rate and
(b) all other Submitted Bids from Potential Holders specifying lower rates were accepted, the result would
be that such Existing Holders described in subclause (T) above would continue to hold an aggregate
principal amount of Outstanding ARCs which, when added to the aggregate principal amount of
Ouistanding ARCs to be purchased by such Potential Holders described in subclause (1) above, would
equal not less than the Available ARCs.

(i) Promptly after the Auction Agent has made the determinations pursuant to paragraph (i) of this
subsection (c), the Auction Agent shall advise the Trustee of the Maximum Auction Rate, Maximum Interest Rate,
One-Month LIBOR, and the All Hold Rate and the components thereof on the Auction Date and, based on such
determinations, the Auction Rate for the next succeeding Interest Period (the "Auction Rate") as follows:

(A) if Sufficient Clearing Bids have been made, that the Auction Rate for the next succeeding Interest
Period shall be equal to the Winning Bid Rate so determined;

(B) if Sufficient Clearing Bids have not been made (other than because all of the Outstanding ARCs
are subject to Submitted Hold Orders), that the Auction Rate for the next succeeding Interest Period shall be
equal to the Maximum Rate; or

() if all Qutstanding ARCs are subject to Submitted Hold Orders, that the Auction Rate for the next
succeeding Interest Period shall be equal to the All-Hold Rate.

If the Auction Rate determined as set forth above exceeds the Maximum Rate, the Applicable ARCs Rate
for such Interest Period shall be equal to the Maximum Rate, and the excess of the amount of interest on the Bonds
that would have accrued at the rate equal to the Auction Rate over the amount of interest on such ARCs actually
accrued at the Maximum Rate will accrue as the Carry-over Amount. The Carrv-over Amount will bear interestata
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rate equal to One-Month LIBOR from the Interest Payment Date for the Interest Period for which the Carry-over
Amount was calculated until paid, or until extinguished in accordance with the Resolution.

Acceptance and Rejection of Submitted Bids and Submitted Sell Orders and Allocation of ARCs

(d) Existing Holders shall continue to hold the principal amount of ARCs that are subject to Submitted
Hold Orders, and, based on the determinations made pursuant to paragraph (i) of this subsection (d}, Submitted Bids
and Submitted Sell Orders shall be accepted or rejected and the Auction Agent shall take such other action as set
forth below:

(i) 1f Sufficient Clearing Bids have been made, all Submitted Sell Orders shall be accepted and,
subject to the provisions of paragraph (iv) of this subsection (d), Submitied Bids shall be accepted or rejected as
follows in the following order of priority and all other Submitted Bids shall be rejected:

(A) Existing Holders' Submitted Bids specifying any rate that is higher than the Winning Bid Rate
shall be accepted, thus requiring each such Existing Holder to sell the aggregate principal amount of ARCs
subject to such Submitted Bids;

(B) Existing Holders' Submitted Bids specifying any rate that is lower than the Winning Bid Rate shall
be rejected, thus entitling each such Existing Holder to continue to hold the aggregate principal amount of
ARCs subject to such Submitted Bids,

(C) Potential Holders' Submitted Bids specifying any rate that is lower than the Winning Bid Rate
shall be accepted, thus requiring such Potential Holder to purchase the aggregate principal amount of ARCs
subject to such Submitted Bids;

(D) each Existing Holders' Submitted Bid specifying a rate that is equal to the Winning Bid Rate shall
be rejected, thus entitling such Existing Holder to continue to hold the aggregate principal amount of ARCs
subject to such Submitted Bid, unless the aggregate principal amount of Outstanding ARCs subject to all
such Submitted Bids shall be greater than the principal amount of ARCs (the "remaining principal amount™)
equal to the excess of the Available ARCs over the aggregate principal amount of ARCs subject to
Submitted Bids described in clauses (B) and (C) of this paragraph (i), in which event such Submitted Bid of
such Existing Holder shall be rejected in part, and such Existing Holder shall be entitled to continue to hold
the principal amount of ARCs subject to such Submitted Bid, but only in an amount equal to the aggregate
principal amount of ARCs obtained by multiplying the remaining principal amount by a fraction the
numerator of which shall be the principal amount of Outstanding ARCs held by such Existing Holder
subject to such Submitted Bid and the denominator of which shall be the sum of the principal amount of
Outstanding ARCs subject to such Submitted Bids made by all such Existing Holders that specified a rate
equal to the Winning Bid Rate; and

(E) each Potential Holder's Submitted Bid specifying a rate that is equal to the Winning Bid Rate shall
be acceptad but only in an amount equal to the principal amount of ARCs obtained by multiplying the
excess of the aggregate principal amount of Available ARCs over the aggregate principal amount of ARCs
subject to Submitted Bids described in clauses (B), (C) and (D) of this paragraph (i) by a fraction the
numerator of which shall be the aggregate principal amount of Outstanding ARCs subject to such
Submitted Bid and the denommator of which shall be the sum of the principal amounts of Outstanding
ARCs subject to Submitted Bids made by all such Potential Holders that specified a rate equal to the
Winning Bid Rate.

(ii) If Sufficient Clearing Bids have not been made {other than because all of the Outstanding ARCs
are subject to Submitted Hold Orders), subject to the provisions of paragraph (1v) of this subsection (d), Submitted

Orders shall be accepted or rejected as follows in the following order of priority and all other Submitied Bids shall
be rejected:
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(A)  Existing Holders' Submitted Bids specifying any rate that is equal to or lower than the Maximum
Rate shall be rejected, thus entitling such Existing Holders to continue to hold the aggregate principal
amount of ARCs subject to such Submitted Bids;

(B) Potential Holders' Submitted Bids specifying any rate that is equal to or lower than the Maximum
Rate shall be accepted, thus requiring each Potential Holder to purchase the aggregate principal amount of
ARCs subject to such Submitted Bids; and

(C) each Existing Holder's Submitted Bid specifying any rate that is higher than the Maximum Rate
and the Submitted Sell Order of each Existing Holder shall be accepted, thus entitling each Existing Holder
that submitted any such Submitted Bid or Submitted Sell Order to sell the ARCs subject to such Submitted
Bid or Submitted Sell Order, but in both cases only in an amount equal to the aggregate principal amount of
ARCs obtained by multiplying the aggregate principal amount of ARCs subject to Submitted Bids
described in clause (B) of this paragraph (ii) by a fraction the numerator of which shall be the aggregate
principal amount of OQutstanding ARCs held by such Existing Holder subject to such Submitted Bid or
Submitted Sell Order and the denominator of which shall be the aggregate principal amount of Outstanding
ARCs subject to all such Submitted Bids and Submitted Sell Orders.

(iii) If all Outstanding AR.Cs are subject to Submitted Hold Orders, all Submitted Bids shall be rejected.

(iv) If, as a result of the procedures described in paragraph (i) or (i) above, any Existing Holder would be
entitled or required to sell, or any Potential Holder would be entitled or required to purchase, a principal amount of
ARCs that is not equal to $50,000 or any integral multiple thereof the Auction Agent shall in such manner as, in jts
sole discretion, it shall determine, round up or down the principal amount of ARCs to be purchased or sold by any
Existing Holder or Potential Holder so that the principal amount of ARCs purchased or sold by each Existing Holder
or Potential Holder shall be equal to $50,000 or any integral multiple thereof, even if such allocation results in one or
more of such Potential Holders not purchasing any ARCs.

(e) Based on the results of each Auction, the Auction Agent shall determine the aggregate principal
amount of ARCs to be purchased and the aggregate principal amount of ARCs to be sold by Potential Holders and
Existing Holders on whose behalf each Broker-Dealer submitted Bids or Sell Orders and, with respect to each
Broker Dealer, to the extent that such aggregate principal amount of ARCs to be sold differs from such aggregate
principal amount of ARCs to be purchased, determine to which other Broker-Dealer or Broker-Dealers acting for
one or more purchasers such Broker-Dealer shall deliver, or from which other Broker-Dealer or Broker-Dealers
acting for one or more sellers such Broker-Dealer shall receive, as the case may be, ARCs.
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APPENDIX F

SETTLEMENT PROCEDURES
Capitalized terms used herein are defined herein or in other parts of this Official Statement.

(a) Not later than 3: 00 P.M. on each Auction Date, the Auction Agent is required to notify by
telephone the Broker-Dealers that participated in the Auction held on such Auction Date and submitted an Order on
behalf of any Existing Holder or Potential Holder of:

(i) the Auction Rate fixed for the next Interest Period;
(ii) whether there were Sufficient Clearing Bids in such Auction;

(iif) if such Broker-Dealer (a "Seller's Broker-Dealer”) submitted a Bid or a Sell Order on
behalf of an Existing Holder, whether such Bid or Sell Order was accepted or rejected, in whole or in part,
and the principal amount of ARCs, if any, to be sold by such Existing Holder;

(iv) if such Broker-Dealer (a "Buyer's Broker-Dealer”) submitted a Bid on behalf of a
Potential Holder, whether such Bid was accepted or rejected, in whole or in part, and the principal amount
of ARCs, if any, to be purchased by such Potential Holder;

(v) if the aggregate principal amount of ARCs to be sold by all Existing Holders on whose
behalf such Broker-Dealer submitted Bids or Sell Orders if different from the aggregate principal amount of
ARCs to be purchased by all Potential Holders on whose behalf such Broker-Dealer submitted a Bid, the
name or names of one or more other Buyer's Broker-Dealers (and the Participant, if any, of each such other
Buyer's Broker-Dealer) acting for one or more purchasers of such excess principal amount of ARCs and the
principal amount of AR.Cs to be purchased from one or more Existing Holders on whose behalf such

Broker-Dealer acted by one or more Potential Holders on whose behalf each of such other Buyer's Broker-
Dealers acted; and

{vi) if the principal amount of ARCs to be purchased by all Potential Holders on whose behalf
such Broker-Dealer submitted a Bid exceeds the amount of ARCs to be sold by all Existing Holders on
whose behalf such Broker-Dealer submitted a Bid or a Sell Order, the name or names of one or more
Seller's Broker-Dealers (and the name of the agent member, if any, of each such Seller's Broker-Dealer)
acting for one or more sellers of such excess principal amount of ARCs and the principal amount of ARCs
to be sold to one or more Potential Holders on whose behalf such Broker-Dealer acted by one or more
Existing Holders on whose behalf of each of such Seller's Broker-Dealers acted;

{vii) unless previously provided, a list of all Applicable ARCs Rates and related Interest
Periods (or portions thereof) since the last Interest Payment Date; and

(viii)  the Auction Date for the next succesding Auction.

. (b) On each Auction Date, each Broker-Dealer that submitted an Order on behalf of any Existing
Holder or Potential Holder shall:

(iy  advise each Existing Holder and Potential Holder on whose behalf such Broker-Dealer
submitted a Bid or Sell Order in the Auction on such Avction Date whether such Bid or Sell Order was
accepted or rejected, in whole or in part;
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(i) instruct each Potential Holder on whose behalf such Broker-Dealer submitted a Bid that
was accepted, in whole or in part, to instruct such Bidder’s Participant to pay to such Broker-Dealer (or its
Participant) through DTC the amount necessary to purchase the principal amount of ARCs to be purchased
pursuant to such Bid against receipt of such principal amount of ARCs;

(iii) in the case of a Broker-Dealer that is a Seller's Broker-Dealer, instruct each Existing
Holder on whose behalf such Broker-Dealer submitted a Sell Order that was accepted, in whole or in part,
or a Bid that was accepted, in whole or in part, to instruct such Existing Holder's Participant to deliver to
such Broker-Dealer (or its Participant) through DTC the principal amount of ARCs to be sold pursuant to
such Bid or Sell Order against payment therefor;

(iv) advise each Existing Holder on whose behalf such Broker-Dealer submitted an Order and
each Potential Holder on whose behalf such Broker-Dealer submitted a Bid of the Auction Rate for the next
Interest Period;

(V) advise each Existing Holder on whose behalf such Broker-Dealer submitted an Order of
the next Auction Date; and

{vi) advise each Potential Holder on whose behalf such Broker-Dealer submitted a Bid that
was accepted, in whole or in part, of the next Auction Date.

(c) On the basis of the information provided to it pursuant to paragraph (a) above, each Broker-Dealer
that submitted a Bid or Sell Order in an Auction is required to allocate any funds received by it pursuant to
paragraph (b)(ii) above, and any ARCs received by it pursuant to paragraph (b)(iii) above, among the Potential
Holders, if any, on whose behalf such Broker-Dealer submitted Bids, the Existing Holders, if any, on whose behalf
such Broker-Dealer submitted Bids or Sell Orders in such Auction, and any Broker-Dealers identified to it by the
Auction Agent following such Auction pursuant to paragraph (a)(v) or (a){vi) above.

(d) On each Auction Date:

] each Potential Holder and Existing Holder with an Order in the Auction on such Auction
Date shall instruct its Participant as provided in (b)(ii) or (b)(iii) above, as the case may be;

(ii) each Seller's Broker-Dealer that is not a Participant in DTC shall instruct its Participant
to (A) pay through DTC to the Participant of the Existing Holder delivering ARCs to such Broker-Dealer
following such Auction pursuant to (b)(iii) above the amount necessary, including accrued interest, if any,
to purchase such ARCs against receipt of such ARCs, and (B) deliver such ARCs through DTC to a Buyer's
Broker-Dealer (or its Participant) identified to such Seller's Broker-Dealer pursuant to {2)(v) above against
payment therefor; and

(iii) each Buyer's Broker-Dealer that is not a Participant in DTC shall instruct its Participant
to (A) pay through DTC to a Seller's Broker-Dealer (or its Participant) identified following such Auction
pursuant to (a)(vi) above the amount necessary, including accrued interest, if any, to purchase the ARCs to
be purchased pursuant to (b)(ii) above against receipt of such ARCs, and (B) deliver such ARCs through
DTC to the Participant of the purchaser thereof against payment therefor.

() Om the first Business Day of the Interest Period next succeeding each Auction Date:
(1) each Participant for a Bidder in the Auction on such Auction Date referred to in (d)(i)

above shall instruct DTC to execute the transactions described under (b)(ii) or (b)(1ii) above for such
Auction, and DTC shall execute such transactions:

(ii) each Seller's Broker-Dealer or its Participant shall instruct DTC to execute the
transactions described in (d)(ii) above for such Auction, and DTC shall execute such transactions; and
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(1ii) each Buyer's Broker-Dealer or its Participant shall instruct DTC to execute the
transactions described in (d)iii) above for such Auction, and DTC shall execute such ransactions.

() If an Existing Holder selling ARCs in an Auction fails to deliver such ARCs (by authorized
book-entry), 2 Broker-Dealer may deliver to the Potential Holder on behalf of which it submitted a Bid that was
accepted a principal amount of ARC, that is less than the principal amount of ARCs that otherwise was to be
purchased by such Potential Holder. In such event, the principal amount of ARCs to be so delivered shall be
determined solely by such Broker-Dealer. Delivery of such lesser principal amount of ARCs shall constitute good
delivery. Notwithstanding the foregoing terms of this paragraph (f), any delivery or nondelivery of ARCs which
shall represent any departure from the resulis of an Auction, as determined by the Auction Agent, shall be of no
effect unless and uniil the Auction Agent shall have been notified of such delivery or nondelivery in accordance with
the provisions of the Auction Agent and the Broker-Dealer Agreement.
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APPENDIX G
MASTER PURCHASER'S LETTER

Relating to Securities involving Rate Settings
through Auctions

To: The Company
The Auction Agent
A Broker-Dealer
A Participant
Other Persons

L This letter is designed to apply to auctions for publicly or privately offered debt or equity
securities (the "Securities") of any issuer (the "Company™) which securities are described in any final prospectus or
other offering materials relating to such Securities as the same may be amended or supplemented (collectively, with
respect to the particular Securities concerned, the "Prospectus") and which involve periodic rate settings through
auctions ("Auctions"). This letter shall be for the benefit of the Company and any trust compamny or auction agent
(collectively, "trust company™), broker-dealer, agent member, securities depository or other interested person in
connection with the Securities and related Auctions (it being understood that such persons may be required to
execute specified agreements and nothing herein shall alter such requirements). The terminology used herein is
intended to be general in its application and not to exclude any of the Securities in respect of which (in the
Prospectus or otherwise) alternative terminology is used.

2 We may from time to time offer to purchase, purchase, offer to sell and/or sell Securities of the
Company as described in the Prospectus relating thereto. We agree that this letter shall apply to all such purchases,
sales and offers and to Securities owned by us. We understand that the interest rate on Securities may be based from
time to time on the results of Auctions as set forth in the Prospectus.

3. We agree that any bid or sell order placed by us shall constitute an invocable offer by us to
purchase or sell the Securities subject to such bid or sell order, or such lesser amount of the Securities as we shall be
required to sell or purchase as a result of such Auction, at the applicable price, all as set forth in the Prospectus, and
that if we fail to place a bid or sell order with respect to the Securities owned by us with a broker-dealer on any
auction date, or a broker-dealer to which we communicate a bid or sell order fails to submit such bid or sell order to
the trust company concerned, we shall be deemed to have placed a hold order with respect to such Securities as
described in the Prospectus. We authorize any broker-dealer that submits a bid or sell order as our agent in Auctions
to execute contracts for the sale of the Securities covered by such bid or sell order. We recognize that the payment
by such broker-dealer for the Securities purchased on our behalf shall not relieve us of any liability to such broker-
dealer for payment for such Securities.

4. We agree that, during the applicable period as described in the Prospectus, dispositions of
Securities can be made only in the denominations set forth in the Prospectus and we will sell, ransfer or otherwise
dispose of any Securities held by us from time to time only pursuant to a bid or sell order placed in an Auction, to or
through a broker-dealer or, when permitted in the Prospectus, to a person that has signed and delivered, or caused to
be delivered on its behalf, to the applicable trust company a letter substantially in the form of this letter (or other
applicable purchaser's letter), provided that in the case of all ransfers, other than pursuant to Auctions, we or our
broker-dealer or our agent member shall advise such tust company of such ransfer. We understand that a restrictive
Iegend will be placed on certificates representing the Securities and stop-transfer instructions will be issued to the
transfer agent and/or registrar, all as set forth in the Prospectus. We agree to comply with any other wransfer
restrictions or other related procedures as described in the Prospectus.
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5. We agree that, during the applicable pericd as described in the Prospectus, ownership of Securities
shall be represented by a global certificate registered in the name of the applicable securities depository or its
nominee, that we will not be entitled to receive any certificate representing the Securities and that our ownership of
any Securities will be maintained in book-entrv form by the securities depository for the account of our agent
member which in turn will maintain records of our beneficial ownership. We authorize and instruct our agent
member to disclose to the applicable trust company such information concerning our beneficial ownership of any
Securities as such trust company shall request.

b. We acknowledge that partial deliveries of the Securities purchased in Auctions may be made to us
and such deliveries shall constitute good delivery as set forth in the Prospectus.

7. This letter is not a commitrment by us to purchase any Securities.

8. This letter supersedes any prior-dated version of this master purchaser’s letter and supplements any

prior or post-dated purchaser’s letter specific to particular Securities; any recipient of this letter may rely upon it until
such recipient has received a signed writing amending or revoking this letter.

g, The descriptions of Auction procedures set forth in each applicable Prospectus are incorporated by

reference herein and, in case of any conflict between this letter and any such description, such description shall
control

10. Amny photocopy or other reproduction of this leter shall be deemed of equal effect as a signed
original.

11. O agent member of the securities depository currently is:

12. Owr personnel authorized to place orders with broker-dealers for the purposes set forth in the
Prospectus in Auctions currently is/are , telephone number(s)

13.  QOur taxpayer identification number is

Dated:

{Name of Purchaser)

Print Name:

Title:

Mailing Address of Purchaser:
55-105690-2



